[No. 10] 


SUBCOMMITTEE HEARINGS ON REAL ESTATE PROJECT NO. 121, 


ACQUISITION OF CONSOLIDATED-VULTEE PLANT, SAN DIEGO, 
CALIF. 


or REPRESENTATIVES, 
SUBCOMMITTEE ON ACQUISITIONS AND DisposALs 
OF THE COMMITTEE ON ARMED SERVICES, 
Washington, D. C., Monday, March 30, 1953. 

The subcommittee met at 10 a. m., pursuant to call, Hon. Paul 
Cunningham (chairman of the subcommittee) presiding. 

Mr. Cunnrnauam. The committee will be in order. This is the 
first meeting of the subcommittee especially appointed to consider 
real-estate projects of the armed services. 

The first matter before the committee to be taken up this morning 
is Air Force real-estate project No. 121, the proposed acquisition of 
the Consolidated-Vultee plant, San Diego, Calif. 
an Mr. Kabpher, will you make a statement on the proposition before 
Qs? 
K ER. Yes, sir. 
= MY, Sa the committee has before it Air Force acquisition 

‘Oj ! 121 which contemplates the acquisition of fee title to 
Gp BRimecdly 65 acres of land with improvements thereon consisting 
gi 1 Stmilfgn square feet of floor space. 
se Ths coSigestimated by the Air Force for this acquisition is $5 
Fillion Qhis property is known as the Consolidated-Vultee Air- 

‘aft Corp., plant No. 2, San Diego, Calif. I suggest, Mr. Chairman, 
that a copy of the project, which I shall describe in detail later on, be 
inserted in the record at this point. 

Mr. CunNiINGHAM. It is so ordered. 

Mr. (reading): 


Air Force Acquisition Prosect No. 121 
Submitted pursuant to Public Law 155, 82d Congress 


Station designation: Consolidated-Vultee Aircraft Corp., plant No. 2, San 
Diego, Calif. 

Use: Manufacture of F—102 aircraft. 

Area: Approximately 65 acres and 1,500,000 square feet of building improve- 
ments. 

Estimated cost: $5 million. 

Authorization Act: Public Law 488, 82d Congress. 

Appropriation Act: Public Law 488, 82d Congress. 

It is proposed to acquire fee title to approximately 65 acres of land with im- 
provements thereon consisting of 1,500,000 square feet of floor area for use by the 
Air Force contractor, Consolidated-Vultee Aircraft Corp., to meet production 
requirements of the F-102 airplane. ‘The F—102 airplane represents an advanced 
fighter-type model which has been scheduled for production starting early in 
calendar year 1954. The facilities which this Department proposes to acquire 
to meet this production requirement were formerly owned by the Government 
and were known as plancor 20, plant 2, Consolidated-Vultee, San Diego, Calif. 


26066—53—No. 10——1 (395) 


~ 
: 
Ve 
. 


396 


At the conclusion of World War II, the facilities were disposed of by the War 
Assets Administration without any recapture rights to the Government. 

The property under consideration consists of the following: 3 large manufactur- 
ing-type buildings, each containing over 420,000 square feet; 1 paint shop con- 
taining approximately 45,830 square feet; 1 utilities distribution building con- 
taining 11,750 square feet; an office building containing approximately 75,000 
square feet; a drop-hammer building containing approximately 66,000 square 
feet; 2 cafeteria buildings containing 41,200 square feet; and other miscellaneous 
properties, such as guardhouses, an employment office, and a parking lot of ap- 
proximately 21 acres. The Air Force selected contractor, Consolidated-Vultee, 
now has under lease approximately 1,205,000 square feet. These current leases 
were made by the contractor to provide space for the production of other items 
under Air Force and Navy contracts, which are now phasing out. 

When the decision was made that the production of the F—-102 airplane was to 
be built at San Diego, Calif., it was recognized that the facilities necessary to 
meet this production effort would be required for a relatively long period of time 
(minimum period of 5% years); therefore, the owners of the properties were re- 
quested to submit rental rates, based on longer use periods than the currnet leases, 
in anticipation of the Government being offered more favorable rental rates. 

The best rates offered by the owners of these properties, however, reflected a 
very slight decrease in square-foot rental rates over current rates. Based on the 
best offers submitted, the rental for the minimum period of utilization of this 
space for our production, 5% years, would cost $8,790,850. The Corps of Engi- 
neers appraisal and an independent appraisal made by this Department, indicate 
that the acquisition of fee title can be attained for $5 million or less. 

Using these figures as a basis, and again recognizing that the Air Force produc- 
tion requirements for the F—102 will necessitate the utilization of these facilities 
for a minimum period of at least 5% years, the acquisition of fee from an economic 
view point appears especially desirable. It appears from figures available, that 
the acquisition of fee, as opposed to leasing, would represent a direct saving to the 
Government over the expected period of utilization of at least $3,790,850. Fur- 
thermore, the Government, at the time these facilities are no longer necessary for 
production requirements, can redispose of them, thereby saving the reversionary 
value; or retain them for other possible Government requirements. 

Annual real property taxes on the property under consideration are estimated 
to be $183,009, based on 1951 tax assessments. The tax loss to the local com- 
munity is reduced, however, due to the assessment by the city of San Diego and 
the State of California of a possessary interest value imposed on real property 
during periods of occupancy of Government-owned property by contractors. 

It is respectfully requested that the-approval of the committee for the acquisi- 
tion herein outlined be given. 

Boe resubmittal of this project has been approved by the Office of the Secretary 
of Defense. 


Mr. Ketutener. This project is before the committee pursuant to 
title VI of Public Law 155, 82d Congress, which requires that the 
military departments come into agreement with this committee and 
the Senate Armed Services Committee prior to taking certain real- 
estate actions. The acquisition of this property does not fall within 
the military public works law. The authority for it is found in Public 
Law 488, the Department of Defense Appropriation Act for 1953. 
The pertinent language of that law is as follows: 

* * * expansion of public and private plants, Government-owned equipment 


and installation thereof in such plants, erection of structures, and acquisition 
of land * * *, 


Of the 1,500,000 square feet, 1,200,000 square feet are now occupied 
by Consolidated-Vultee in its capacity as a contractor for the Depart- 
ment of the Air Force. The contractor is engaged in the manufactur- 
ing of F—102 airplanes, an advanced fighter-type which is scheduled 
for production early in calendar 1954. The occupancy by Consoli- 
dated-Vultee is under leases entered into by itself in its capacity as 
contractor. The Air Force did not lease the property. 
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These facilities were originally constructed by the Government at a 
cost in excess of $11 million. They were known as plancor 20, plant 
No. 2, Consolidated-Vultee, during World War II. : 

At the conclusion of the war, the facilities were disposed of by War 
Assets Administration without any recapture rights to the Govern- 
ment. The physical property consists of 3 large “manufac ‘turing-type 
buildings, 1 paint shop, 1 utilities distribution building, an office 
building, a drop-hammer building 2 cafeteria buildings, and other 
miscellaneous smaller structures. 

It is the contention of the Air Force that this property should be 
acquired in fee for $5 million, since, based on the best offers submitted, 
the rental for 5% years would be approximately $8,800,000. Five 
and one-half years is the minimum period of use according to Air Force 
estimates. 

The committee will recall that these facilities cost the Government 
approxumately $11 million. After World War Il, War Assets Admin- 
istration, after considerable effort, managed to sell these facilities for 
somewhat less than $1,200,000. The major portion of the facilities 
was purchased by Mr. C. W. Carlstrom for the reported price of 
$1,050,000. Between July 1948 and September 1951, the owner sold 
off portions of this property. 

The sales prices total about $3 million for the portions of the 
property that he sold off. 

Mr. Kitpay. What did he pay for it? 

Mr. $1,050,000. 

Mr. Harpy. For the whole business? 

Mr. Pardon? 

Mr. Harpy. For all of it? 

Mr. Keivener. That is right, and he sold portions of it for $3 
million. 

Rental on a per annum basis under present lease contracts is 
$929,052. 

The contractor, Consolidated Vultee, held options to renew the 
leases on 876,000 square feet, of the 1,205,000, which were to be 
exercised no later than November 1, 1952, at an annual rental of 
$820,828. This would have been at the rate of 93 cents per square 
foot for this area. The Department of the Air Force instructed the 
contractor not to exercise the renewal options on the basis that the 
rental rates were exorbitant. If these leases had been renewed, the 
annual rental for the space, that is 1,205,000 square feet, would have 
been in excess of $1 a square foot. 

The principal area of contention is the belief of the Air Force on the 
one hand that the property should be purchased in fee for something 
approximating $5 million and the contention on the part of the owner 
that the property should be leased. The owner of the majority of the 
property, Mr. Carlstrom, in a telegram dated March 25, 1953, states 
that, and I quote, 

* * * We have been informed fair-market Value of the fee of subject property 
is about three times Air Force estimate * * *. 

This would be $15 million. In that same telegram, he indicates 
his willingness to lease this property on— 


* * * a basis substantially less than an ordinary return on fair market value 
would develop * * * 
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I suggest, Mr. Chairman, that this telegram be inserted in the record 
at this point. 
‘Mr. Cunnincuam. It may be so inserted. 
Mr. Ke_iener (reading) : 
[Western Union] 
San Dieco, Cauir., March 26, 1953. 
Congressman CUNNINGHAM, 
House Office Building, House of Representatives, Washington, D. C.: 

We have just been informed that your subcommittee may soon conduct hearings 
on the Air Force request for reconsideration of its acquisition project 121 concern- 
ing Convair Plant 2. Undersigned, on behalf of himself, Assemblied of God 
and Salvation Army owners of major portion of plant 2 request opportunity to be 
heard relative to lack of necessity for immediate RCED acquisition and willing- 
ness to lease this property on a basis substantially less than an ordinary return 
on fair market value would develop. We have been informed fair market value 
of the fee of subject property is about three times Air Force estimate. Letter 
of Secretary Douglas, dated March 21, to the committee indicates that entire 
matter will be resubmitted to your committee if reappraisal by Government 
turns up an appreciable variation from Air Foree original cost estimates. There- 
fore immediate action unnecessary and inconclusive until said reappraisal con- 
cluded in any case. Ascertainment of such fair market value and marshaling 
of essential information, including appraisal and substantiation, will require at 
least 1 week’s time. Therefore delay is requested for such period. F-102 
project will not be affected by such dolay as installation of equipment therefore 
already in progress, 75 percent in and continuing. Present occupancy will be 
permitted to remain on month-to-month basis pending negotiations and de- 
terminations. Consideration of the foregoing is requested. A 1-week delay is 
essential to a full disclosure of all facts to your subeommittee. We would ap- 
preciate as much notice as possible relative to hearing times and dates concerning 
this matter. 

C. W. CaRLsTROM. 


It is my understanding that at the present time the Air Force’s con- 
tractor is installing some $9 million worth of equipment and that al- 
ready more than one-half of this equipment has been installed. 

The Government is now obtaining an additional appraisal. Mr. 

Carlstrom is also obtaining an appraisal which, he informs us, is not 
’ 
yet completed. 

I believe the committee will be interested in a letter written by Mr. 
Carlstrom on December 9, 1952, to Lt. Col. J. B. Chick, United States 

Air Force. That letter states in part that— 

* * * This letter is to advise you that I will be in a position within 10 days 
from date to give you definite figures on both a lease and on a sale covering the 
properties belonging to the Southern California Distriet Council of the Assemblies 
of God as well as my own property, and I wish to now formally reaffirm my verbal 
offer that I will be willing to sell or lease at the fair market values as established 
by some disinterested appraiser, * * * 

| suggest, Mr. Chairman, that this letter be inserted in the record 
at this point. 

Mr. CunninGuam. It will be so inserted. 

Mr. (reading): 

DeceMBER 9, 1952. 
Lt. Col. Crick, 
United States Air Force, care of Lt. Col. Stephen Dillon, 
Air Force Regional Representative, 
3165 Pacific Highway, San Diego 12, Calif. 

Dear Sir: Receipt is acknowledged of your letter of Deeember 5, 1952, and 
in view of comments made to me by telephone when I was in Los Angcles last 
Friday to the effect that the directive, a copy of which I received, was of a legal 
nature, and in view of comments made in your letter, | feel compelled to outline 
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more or less in detail a résumé of my past negotiations with the Air Force as well 
as with Convair. 

I note that you state that during the past several months representatives of 
the United States Air Force have from time to time discussed with me possible 
terms upon which the property at plant No. 2 may be leased or purchased, and 
you also stated ‘‘that time is of great importance to the national defense in this 
matter.’ Due to the possibility of an indication or inference that perhaps | 
have failed to cooperate, and further in view of the possibility that certain things 
may have been relayed to you in error, it is my desire to refer you to our first 
meeting which was set up for the purpose of negotiation on plant No. 2, which 
meeting was had on October 24, 1952. I also desire to go on record that I have 
on several occasions attempted to secure some indication from Convair as to 
whether or not they or the Government were interested in a purchase, or as an 
alternate the leasing of the entire balance of plant No. 2, and unt’l just recently 
I have not been given the opportunity to sit down and seriously discuss this 
matter with an authorized representative of Convair (As early as June 1952 I 
suggested to one of Convair’s representatives that I would be willing to negotiate 
a lease on the entire balance of plant No. 2 and advised that I was willing to 
commence negotiations with Lyon Van & Storage Co. and Hancock Manufactur- 
ing Co., and such negotiations would cover a building program for them elsewhere 
in order that this could be accomplished. Subsequent to this, I also made an 
attempt to negotiate for the leasing of additional areas. There was also an 
exchange of correspondence between myself and Convair, and it is respectfully 
suggested that vou carefully review my letters to Convair dated July 238, 1952, 
August 4, 1952, and October 21, 1952. 

In your letter of December 5, 1952, vou requested I furnish vou in writing on 
or before December 9, 1952, definite information concerning prices on leasing 
the entire plant 2, as well as options for additional periods with further options 
to purchase as well as the selling price. 

You also advised that in the event no written reply is received from me on or 
before that date, that it will be assumed that I do not have any offer to submit 
in respect to a negotiated lease or sale on the plant No. 2 property. As | advised 
you at our last meeting Thursday, December 4, 1952, I was going to Los Angeles 
the following day with a view of attempting to have my appraisers expedite their 
appraisal as to their opinion as to a fair market value on a sale basis. I also 
advised vou that I would also authorize them to immediately commence an 
appraisal for the purpose of determining the fair market value on a rental basis 
As you reeall, | advised you that due to the indications made during previous 
negotiations, that is, that it was felt that the Government was interested only in 
acquiring the fee, | had not yet authorized an appraisal on a rental basis. I further 
stated that it was my best guess that this would take a minimum of 2 to 3 weeks, 
but I would attempt to have my appraisers shorten this period if at all possible 
I telephoned you from Los Angeles Friday, but was unable to contact either you 
or Colonel Dillon and I advised Mr. Ohmer that my appraisers had advised me 
that it would take approximately 2 weeks to secure such an appraisal, but that 
they might possibly shorten this period to 10 days. I further advised Mr. Ohmer 
that I could not in view of past circumstances quote any definite figures until I 
have received from a competent appraiser his opinion as to the fair market values 

This letter is to advise you that I will be in a position within 10 davs from date 
to give you definite figures on both a lease and on a sale covering the properties 
belonging to the Southern California District Council of the Assemblies of God 
as well as my ow! property . and TIT wish to now formally reaffirm mv verbal offer 
that I will be willing to sell or lease at the fair market values as established by 
some disinterested appraiser, and I again desire to formally state that I will agree 
to be bound to sell or lease at a fair market value as established by some competent 
appraiser, and in the event that there is any question as to the fairness of this 
opinion or for any reason you do not approve, then it has been mv suggestion that 
you could appoint an appraiser (who would be mutually agreeable to both parties 
and I will be bound by this appraiser's decision. As an alternate and in order to 
expedite the matter, it is respectfully suggested that vou immediately appoint 
such a” appraiser, and I feel there will be very little question but that I will agree 
to the appraiser that you appoint. 

It was originally my understanding that this letter was to be delivered to 
Colonel Dillon At Convair but at this time of writing I have just learned that 
you intend coming down from Los Angeles, and will be at Convair's office at 
approximately 3:30 this afternoon, and I am therefore personally delivering this 
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letter to you with a view of further outlining my thoughts and giving a résumé of 
all past negotiations with Convair, etc. 
Yours very truly, 
GREATER SAN Dreco DEVELOPMENT Co, 
W. CaRLstTRoM. 


In order to make this portion of the record complete, I suggest also 
that two additional letters be inserted in the record—the first one from 
the Air Force is dated March 12, 1953, and it indicates that the Secre- 
tary of Defense has reviewed and approved the proposed acquisition 
of this plant and goes on to say that: 


* * * It is the Air Force intention to obtain an additional appraisal for the 
purpose of reconfirming that the best interests of the Government will be served 
by acquiring the fee value (sic) of the property * * * 


Mr. CunninGuam. Without objection, it will be made a part of 
the record. 
Mr. (reading): 
DEPARTMENT OF THE AIR FoRCE, 
Washington, March 12, 1953. 


Dear Mr. Cuarrman: The Secretary of Defense has reviewed and approved 
the proposed acquisition of the Consolidated Vultee Aircraft Corp. plant No. 2, 
San Diego, Calif., previously submitted to your committee, identified as project 
No. 121, under title VI, Public Law 155, 82d Congress. 

Prior to acquisition action being taken by this Department on this facility, 
it is the Air Force intention to obtain an additional appraisal for the purpose of 
reconfirming that the best interests of the Government will be served by acquiring 
the fee value of the property. Should the evidence be to the contrary, only a 
leasehold interest therein would be acquired. Further, the acquisition of either 
fee simple or leasehold interest would, in turn, be acquired by either negotiation or 
condemnation, whichever is in the best interest of the Government. 

Sincerely yours, 
Ropert E. L. Eaton, 
Major General, USAF, Director, Legislation and Liaison. 


DeEPARTMENT OF THE AiR FoRCcE, 
Washington, March 21, 1953. 

Dear Mr. CuarrMan: Reference is made to General Eaton’s letter of March 12, 
1953, which furnished you additional information concerning Air Force real- 
estate action project No. 121. 

lt has been determined that the reappraisal of the property mentioned in the 
referenced letter will not be completed for 6 weeks. Consequently, I consider it 
imperative that your attention again be called to the urgency of proceeding to 
acquire the plant in question which is vital to the production of F—102’s. To 
delay approval until the reappraisal is completed would be a serious matter. 
Accordingly, I hope the project will be approved as originally submitted. 

In advocating this course of action, | would like to point out that the state- 
ment in our previous letter that another appraisal would be obtained was made 
to assure the committee of our desire to protect the Government’s interest. If 
such appraisal results in an appreciable variation from the cost estimate as origi- 
nally submitted or indicates a need for a different approach to that set out in 
project No, 121, I assure you that this matter will be resubmitted to the com- 
mittee before we proceed further. This procedure has the complete approval of 
the Director of Installations, Office of the Secretary of Defense. 

I shall, of course, be glad to appear before the committee at any time, if you 
deem it desirable. 

Sincerely yours, 
James H. 


The second letter is dated March 21, 1953, and is from Under 
Secretary of the Air Force, James H. Douglas. This letter urges 
the prompt consideration of this project in its original form and 
without awaiting the further appraisal that is now in process. The 
letter states also that: 


* * * Tf such appraisal results in an appreciable variation from the cost esti- 
mate as originally submitted or indicates a need for a different approach to that 
set out in project No. 121, I assure you that this matter will be resubmitted to 
the committee before we proceed further * * * 

The $15 million or $16 million valuation, which the owner believes 
his appraiser will develop, does not include all of the property needed 
by the Air Force. It does not include the Gregory Electric Drop 
Hammer Building, the property owned by the San Diego baseball 
team, nor a relatively small piece of improved property owned by 
Mr. Carlstrom on the west side of Front Street. It’s my understand- 
ing, however, that the $5 million valuation made by the Government 
includes all of the property desired by the Air Force including the 
areas I just mentioned. 

In summarization, the Government’s present appraisal indicates a 
value of $5 million. What are called the best offers submitted indi- 
cates a rental for 5% vears of almost $8,800,000. This rental would 
equal the fee value in about 3% years. A reasonable conclusion is that 
one of these two figures is unrealistic. 

If on the other hand, the fee value is something approximating 
$15 million, a rental of $8,800,000 over a period of 54 years becomes 
somewhat more realistic. 

It is a reasonable conclusion, therefore, that, assuming the facility 
should be leased or purchased, the choice between the two will be 
dictated by which is ultimately less expensive. The acquisition of fee 
leaves a residual value in the Government after the use is terminated. 
Based on past experience, this value may be relatively small. On the 
other hand, it would appear to be poor business to lease a facility and 
during its use, pay the equivalent of fee value or, perhaps, more than 
fee value. 

Mr. CunniINGHAM. Does that complete your statement? 

Mr. Ketiener. Yes, Mr. Chairman. 

Mr. Cunninecuam. We have with us this morning Mr. James H. 
Douglas, Jr., Under Secretary of the Air Force. We will be very glad 
to hear from you, Mr. Douglas, and I want to thank you for coming up. 

Please proceed. 

Secretary Dovetas. Mr. Chairman, the statement by counsel for 
the committee gives a pretty complete history of the submission by the 
Air Force. I think I will call attention to a few facts, and then 
perhaps there may be questions through which we can proceed most 
expeditiously. 

The problem of the Air Force as indicated which led to this sub- 
mission in December is to acquire adequate and appropriate facilities 
for the manufacture of the F—-102, which is a modern interceptor that 
we hope to go into production on in 1954. It is a major Air Force 
program, the F—102 being a major military aircraft in our programed 
143-wing Air Force, which we hope to have on a modernized basis 
about the middle of 1956. 

As was indicated, the Air Force deems it necessary, after examining 
various alternatives, to acquire 1.5 million square feet of floor area 
in plant No. 2. 

rior to the submission, the Air Force believed that perhaps the 
most practical approach would be to condemn a leasehold interest, 
but after further consideration, with the advice of the Corps of 
Engineers, when both an engineer’s appraisal and an independent 
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appraisal were available, the Air Force was advised that the fair 
value of the fee was approximately $5.4 million. 

In view of the fact that that is several million dollars less than the 
indicated lease cost, other than by a condemnation valuation, perhaps, 
the proper way to proceed seemed to be to request authority to pur- 
chase the fee for the amount indicated in the submission. 

We have some history on rental values that, as counsel indicated, 
do not seem to tie in well with this $5 million appraisal figure. 

The important thing from the Air Force point of view and the 
reason we came up at ‘this time, without waiting for the reappraisal 
to be completed, which‘is expected i in some 6 weeks, is that time is a 
very important factor in this situation and we w ished to be able to 
put the Corps of Engineers into negotiations with the owner so that 
some progress can be made, and we can more accurately appraise the 
problems of acquisition than is possible to do today. 

It seems to me quite likely that the Air Force may wish to proceed 
through the Corps of Engineers with condemnation proceedings. It 
may be such proceedings would be for the fee or for a leasehold interest. 
But today all we are requesting is approval by the committee, just as 
we requested approval from the Senate Armed Services Subcommittee 
last Friday, to go ahead with negotiations on the basis of the sub- 
mission of acquisition project No. 121, with it understood that we will 
come back to the committee should it be impractical to proceed to a 
conclusion of negotiations on that basis. 

Mr. Harpy. Mr. Chairman, may I ask him 1 or 2 questions? 

Mr. Cunninauam. Yes, sir. 

Mr. Harpy. Mr. Secretary, first of all, is this the only place you 
can find the space and facilities that you need? 

My disposition when you run into this kind of thing here: If you 
could possibly go somewhere else and tell the fellow to go jump in the 
creek——. 

Secretary Dova.as. I don’t disagree with that reaction, Mr. Con- 
gressman. I have asked the same question about other facilities and 
I am advised—I hesitate to say that there is absolutely no other 
possible answer. I don’t think that is so. I wouldn’t want to see 
the Air Force in the position of taking that view, in discussing the 
matter with the owner. 

Now, if the committee wants to go into a long discussion of the 
program or, really, any discussion of program, its apparent cost in the 
next several years, possible other facilities, need for this facility, then 
I would suggest, Mr. Chairman, that the committee should properly 
go into executive session so that we don’t have this whole discussion 
before the owner and his representative who, | understand, is in the 
room. 

Mr. Hanoy. Well, I don’t object at all that my comments be 
presented to the owner. Maybe he has a perfectly valid proposition. 
But my immediate reaction to this is that the first thing—let us 
exhaust the possibilities of finding somewhere else if we can do it 
more economically, and the second question that automatically came 
to my mind in connection with this proposition is how much is it 
going to cost to modify the buildings to meet the particular require- 

ments. 

Secretary Dova.as. Well, the second question I can answer, I 
think, in this way: 
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The buildings are used at the present time for production lines and 
activities under contract of Consolidated with the Air Force, and also 
the Navy. An airplane designated the T-29, which is a navigation 
trainer, is in production at the plant. The air evacuation airplane 
that Consolidated is manufacturing is also in production in this plant. 
Those activities will continue. And as they phase out, the 102 activity 
is planned to occupy the whole available space in the plant. 

Now, I could give you figures on what the contractor will probably 
put in the plant in the way of machine tools—— 

Mr. Harpy. | am not thinking —— 

Secretary DovuaGuas. Production equipment, and so on. There is 
no major modification of the plant. 

Mr. Harpy. That is the question that was on my mind—not a 
question of changing tools because you have to be concerned with 
that anywhere you go. 

Secretary Right. 

Mr. Harpy. But there was a question in my mind as to whether 
a change in the type of aircraft going through the plant might neces- 
sitate modification in the buildings which would be expensive. 

Secretary Douauas. I think that our estimate, beyond showing ¢ 
rehabilitation estimated cost of less than $1 million, isn’t——— 

Mr. Harpy. That rehabilitation? 

Secretary Dovua.as. It isn’t indicated that there is any major 
expense required to put this production into this plant. The plant 
is entirely suitable for it. 

Mr. Harpy. I want to go to another matter. 

Mr. CunninGHam. Go ahead. 

Secretary Doveias. You understand my remarks. I would be 
happy to go into a complete discussion of how the Air Force and the 
engineers acting for us should handle themselves in these negotiations. 
But it doesn’t seem to me appropriate that I go into full detail as to 
relative necessity—— 

Mr. Harpy. I can understand that, Mr. Secretary. I don’t want 
to put you in any embarrassing position. 

Secretary Right. 

Mr. Harpy. Under these circumstances at all. 

Now, the $5 million estimate of value, that was determined by the 
engineers? 

Secretary Douaias. That is correct. 

Mr. Harpy. And you have in progress now another appraisal? 

Secretary Dovauas. That is correct, sir. 

Mr. Harpy. And when do you anticipate that that appraisal will 
be completed? 

Secretary Dovetas. I am advised that we should have that 
appraisal in some 6 weeks. 

Mr. CunntneHam. Mr. Douglas, when was this declared surplus? 

Secretary Dovaetas. Well, the sale by War Assets was in 1947. 
Now, as to the date that it was declared surplus, I do not belieye—— 

Mr. CunninGHAM. Well, at the time, then—— 

Secretary Dovetas. But it was 1945, 1946, or early 1947. 

Mr. Cunnineuam. At the time it was sold it was not under the 
jurisdiction of the Air Force? 

Secretary Dovetas. It was declared excess in 1945, sir. 
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Mr. CunnincHam. So at the time of sale it was not under the 
jurisdiction of the Air Force. 

Secretary Dovetas. That is correct. 

Mr. Cunnincuam. Now, you referred a moment ago, Mr. Douglas, 
to the fee value as being $5 million. Do you mean the land without 
any improvement, or the land with improvements? 

Secretary Douae.as. I mean the Jand with improvements, sir. 

Mr. Cunntnauam. What would you say the value of the 65 acres, 
without any improvement, would be; or do you know? 

Secretary Dovuaias. I have not seen an appraisal indicating a 
breakdown between the land and improvements. 

Mr. Cunnincuam. Well, is it so located with relation to other parts 
of the county or the city that it has a high acreage value? 

Secretary Dovetas. I think Mr. Donohue, Mr. Chairman, can 
perhas give us a statement on that, more satisfactorily than I can. 

Mr. Cunnineuam. Do you care to answer that question now? 

Mr. Dononvur. Mr. Chairman, I can’t give you specifically what 
the acreage is worth as such. I can say this: That of course the loca- 
tion of the plant is in an industrial area which is fairly well populated. 
What the building value is per square foot I don’t know, sir. 

Mr. Cunntneuam. Would you say that the land value in 1947 
without any improvements was equal to $1,050,000? 

Mr. Dononue. No, sir; I do not think so. 

Mr. Cunnineuam. You don’t think so? 

Mr. Dononue. No, sir. 

Mr. Cunnincuam. Then you have some idea what the improve- 
ments were worth at that time? 

Mr. Donouue. Yes, sir. 

Mr. CunnincHam. What would you say the improvements were 
worth in 1947, at the time it was sold by War Assets? 

Secretary Dovuaias. Mr. Chairman, I just wonder whether Mr. 
Donohue is really competent to give an opinion on that now. 

Mr. Cunnineuam. Well, someone in the Air Force must have some 
idea of those values. 

Secretary Dovue.as. I mean if he is, I am happy to have him do 
it. I would just like to be sure that we are giving you a competent 
opinion; that is all. 

Mr. Cunnincuam. Well, if you have another witness, I will pass 
that. That is all, then. 

Thank you. 

Mr. Douglas 

Secretary Dovuatas. I think perhaps Mr. Jacobs of the Corps of 
Engineers can give the best answer on those valuation problems. 

Mr. Cunnineuam. Mr. Jacobs, can you answer that question, sir? 

Mr. Jacoss. That is detailed, sir, and I have some records here 
that I would like to read to you. 

Mr. CunninGuam. I will take you later. 

Mr. Jacoss. Yes, sir. 

Mr. Cunnincuam. Mr. Douglas, supposing that this had not been 
sold by War Assets, would the Air Force then have had to have 
maintained it and kept guards there and looked after it, or would 
that have been under War Assets’ jurisdiction? 

Secretary Dovetas. I thought your question was if it had not 
been turned over to War assets. 
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Mr. CuNNINGHAM. Yes, sir. 

Secretary Douglas. Oh, if it had not been turned over to War 
Assets, the Air Force would have had the direct problem of maintaining 
the property in one way or another. 

Whether it would have been appropriate to accomplish that by 
contract with Consolidated, who had its main plants that it owns 
not very far distant, or whether they would have undertaken it with 
their own guards, I can’t say. 

Mr. CunninGuam. I would like to summarize. 

As I understand it, the United States spent approximately $11 
million for the fee title to the land and the improvements on it during 
World War II, and this was sold by War Assets for $1,050,000 in 1947. 

Now, in 1953, the Air Force feels that it is worth at least $5 million 
and you are willing to pay that to get it back; is that correct? 

Secretary Dovueias. That is correct. 

Mr. Cunnrncuam. Or you are willing to pay 

Secretary Dovatas. The company has been paying a relatively 
higher figure—— 

Mr. Cunnrncuam. What company? 

Secretary Dovatas. Consolidated has been paying rental on the 
1.2 million feet of the facility, as your counsel indicated, in an amount 
of about $926,000. So that is an established high rental value that 
we have to—— 

Mr. Cunnineuam. If I get the picture completely, the present title 
owner—I believe his name is Carlstrom—after he acquired it, he 
turned around and leased it to—— 

Secretary Douauias. To Consolidated. 

Mr. Cunnincuam. To Consolidated. And he is getting a sub- 
stantial rental per year for the lease? 

Secretary Douauas. That is correct. 

Mr. Cunnineuam. Do you know how long War Assets advertised it? 
What amount they paid to get a buyer, in 1947? 

Secretary Dovetas. No; I do not. I believe that I should correct 
one statement in the chairman’s summary: 

The facility, I believe, was a naval facility during World War II, 
and was turned over by the Navy rather than the Air Force to War 
Assets. 

Mr. CunninGHam. Well, the Air Force has never had any owner- 
ship of it? 

Mr. Gotpen. May I correct that, sir? 

Secretary Dovetas. That is correct. 

Mr. Goupen. This was a RFC-DPC-built plant. You will recall 
during the last war that the DPC built certain of these large complex 
facilities throughout the country where that was the only way to do it. 
They do it under arrangements with the Navy. It was what we call 
a Navy-cognizant plant. The Navy had it during the war and 
actually had the possession of the plant, with the arrangements under 
the Defense Plant Corporation. 

After the war, the Navy declared it excess, turned it back to RFC, 
under then existing procedures turned it over to War Assets for sale. 

Mr. CunnincHaAM. Now, in this sale to the present owner, was that 
by a straight warranty deed with no reservations, no recapture clauses, 
no conditions whatever? 

Mr. Goupen. That is right. 
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Mr. Cunnincuam. And who approved that deed, in that sale? 

Mr. Dononve. I might answer that, Mr. Chairman. 

Secretary Doveias. Yes; would you? 

Mr. Donouve. The sale was actually negotiated primarily as I 
understand it with the War Assets regional office in Los Angeles and 
approved at War Assets in Washington, here, by the Real Estate 
Disposal Division. 

Mr. Cunnincuam. Who was the head of War Assets in Los Angeles 
at that time? 

Mr. Dononve. That I do not know, sir. 

Mr. CunntncHam. Well, of course—I may say, and it may be on 
the record—what the committee is interested in is how did it happen 
that a plant that cost $11 million was sold for $1,050,000 and was 
immediately a marketable product that the new owner could turn 
around and lease to Consolidated Vultee for a substantial and hand- 
some rental? 

Secretary Douauias. I would think that the new owner could not 
immediately make such a lease. 

Mr. Donouve. That is right. 

Secretary Dovauas. You can state, I think, the history of the 
leasing. 

Mr. Dononve. Well— 

Mr. Cunnincuam. May I say, Mr. Douglas, have you completed 
your testimony? 

Mr. Doveatas. Well, I think this is probably the best way to pro- 
ceed with it; ves, sir. 

Mr. CunninGuam. I thought you said you wanted to get away—— 

Mr. Dovatas. I was trying to make it clear to the committee that 
our reason for coming up was we wanted to go into negotiations 
promptly and not lease 6 to 7 weeks before coming back with a 
resubmittal. 

Mr. Cunninauam. Yes; but how is it going to look for the Air Force 
to pay somewhere from $5 million to $15 million for a plant of lesser 
size that War Assets sold only a few years ago for only $1,050,000? 

Mr. Dononvr. Well—— 

Mr. Cunnincuam. There is something wrong somewhere. 

Secretary Doveias. There are two answers to that, sir: I don’t 
know that that is so. 

It is very difficult to re-create the situation that existed back in 1945, 
1946, and 1947, after the second war. 

Big aircraft plants were a drug on the market. They were adver- 
tized publicly for bids. They were sold to the highest bidders, a 
number of them. 

On hindsight, after we have moved into another major military 
program, the prices look ridiculous, and they are ridiculous in relation 
to cost. 

Mr. Cunnineuam. Let me ask you this question. Let us assume 
that there had been no Korea, things had continued as they appeared 
they might continue in 1947; would you consider the sale at $1,050,000 
a good deal for the Government? 

Secretary Dovaias. Well, the best answer I can make, I think, 
to that: I don’t feel that I am very familiar with various sales of 
plants made. There are quite a few blind spots, Mr. Chairman, that 
still exist in my Air Force information. I bope some of them will be 


cured shortly. But the sales were public sales. They were made to 
bidders. They were made to the highest bidder. I think we then 
have to ask ourselves the question as to whether the policy adopted 
was a wise policy, to dispose of plants for which there seemed to be no 
foreseeable military need. 

Now, on hindsight it would have been wise had a number of such 
plants been retained. But I would hesitate to state that the policy 
was purely unwise without a pretty careful study of the situation 
as it existed then. 

Mr. Cunnineuam. Then, Mr. Douglas, could you give us the dates 
at which the present owner sold portions of the plant, as | understand 
it, totaling around $3 million? 

Secretary Dovatas. I can’t. 

Mr. Keiiener. | can do that. 

Mr. Cunnincuam. You have that? 

Secretary Dovucias. Perhaps your counsel has that in his state- 
ment. We have it, but I haven’t it immediately before me. 

Colonel Hook, do you have that information? 

Colonel Hook. Yes, sir. 

I will read from our existing files. 

On or about July 22, Mr. W. C. Carlstrom sold building No. 8 of 
this facility to the Gregory Electric Co. for approximately $109,000. 

Mr. CunninGHam. One hundred and nine or nine? 

Colonel Hook. One hundred and nine. In September of 1949 Mr. 
Carlstrom sold building No. 1 to the Beckson’s Van Co., for approxi- 
mately $300,000 with a repurchase option, and he later bought it back 
in September 1950 for $355,000. 

On or about December 31, 1950, Mr. Carlstrom sold building No. 2 
to the southern California assembly of the Church of God for a stated 
price of some $900,000. 

On April 6, 1951, Mr. Carlstrom sold building No. 3 to the southern 
California assembly of the Church of God for a reported price of 
$1.25 million. 

On or about the 6th of September 1951 Mr. Carlstrom sold building 
No. 4 to the southern California assembly of the Church of God, and 
this is a two-story office building, which brought a reported price of 
$400,000. 

Those are the sales that we have records of. 

Mr. CunnineGuam. Those will total about 

Secretary Dovuauas. | understand the owner is in the room, and 
the chairman might ask him if those are substantially correct. 

Mr. CuNNINGHAM. We are not ready to question the owner yet. 

These portions that were sold, as vou have itemized them: will they 
be necessary also for the Air Force to recapture? 

Colonel Hook. Yes, sir; they are a part of the facilities we intend to 
acquire under project 121. 

Mr. CunnincHam. Now, if you would recapture those at the ap- 
proximate prices that vou have listed that they were sold for, then 
that will be around $3 million in addition to the $5 millioa for the 
balance of the plant; is that correct? 

Colonel Hook. No, sir; they are all-inclusive within our estimate of 
$5,377,000. 

Mr. Cunnincuam. Well, then, this proposed purchase includes ne- 
gotiations not only with the present owner of the balance, but the 
owners or the people to whom he sold these portions. 
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Colonel Hoox. It would involve negotiations with Mr. Carlstrom for 
properties he still owns, and he would be acting under power of 
attorney for the Southern California Assembly of Church of God. 

Mr. Cunnincuam. Does he have power of attorney from all of 
these? 

Colonel Hook. Yes, sir; he does for the purpose of negotiating the 
sale and/or lease of those facilities. 

It would also involve our negotiations with the Gregory Electric 
Co., one small parcel which I believe is owned by the Salvation Army. 

Mr. CunnINGHAM. Salvation Army? 

Colonel Hoox. That is the four, and the fifth is a small ball club 
that had land there. 

Mr. Cunninauam. Has any investigation been made by the 
Air Force of these transfers to the Church of God and these other 
people as to whether or not the consideration recited by you was the 
actual consideration or whether or not this was more or less of a paper 
transfer with those considerations stated for the purpose of establishing 
a market value looking toward the future to sell the whole thing back 
to the Air Force at a tremendous profit? 

Colonel Hook. Judging from the dates on which these transactions 
took place, I don’t believe, sir, that that was the intent, that is, to 
establish hereby a market value for the whole. 

Mr. Cunnincuam. Had you inspected the deeds on record to see 
what consideration is recited in them? 

Colonel Hoox. No, sir; I have not personally, nor have the Air 
Force in their preliminary discussions or investigations of this matter 
done so. 

Mr. Cunnincuam. Well, where do you get your information that 
these figures of $400,000, $1.25 million, $900,000, and so forth—where 
did you acquire that information? 

Colonel Hook. That is from available records, sir. 

Mr. CunninGHAmM. What do you mean by “available records’’? 

Colonel Hoox. From the deeds; from the actual deeds themselves. 

Mr. CunninGuam. Then they do recite a consideration other 
than $1 and other valuable considerations? 

Colonel Hook. Yes, sir; these dollar amounts represent the true 
consideration. There was, I believe, an installment plan of payment 
actually that the owner picked up some trust deeds and the full 
purchase price being paid in annual installments. 

Mr. CunninGuam. Do you know whether or not Mr. Carstrom 
is an officer or a member of this Church organization that made the 
largest purchases? 

Colonel Hook. I do not, sir. 

Mr. Cunnincuam. Do you have any questions, Mr. Kilday? 

Mr. Kixpay. (Aside.) 

Mr. Cunnincuam. Did Consolidated Vultee pay anything for the 
options? 

Colonel Hook. No, sir. 

As part of their original lease agreement, they had the right and 
option to extend their lease for a number of years for a then pre- 
determined price per annum. 

Mr. Cunnincuam. What is Consolidated Vultee now paying annu- 
ally for everything they occupy of this original 65 acres, and 
improvements? 
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Colonel Hoox. The current lease—or the lease property is now 
costing Consolidated Vultee $929,052. 

Mr. CunnrnGuam. Per year? 

Colonel Hook. Per year. 

Secretary Douetas. That is 1.2 million feet. 

Colonel Hook. Right. 

Secretary Douaias. And we propose to acquire approximately 
another 300,000 feet, which has been under lease, I understand, at 
about $1 a foot, 

That is correct; isn’t it? 

Colonel Hook. Approximately; yes, sir. 

Mr. Kitpay. Is Consolidated operating under a cost-plus-fixed-fee 
contract on these planes? 

Colonel Hook. Sir, their contract is the type that is typical of Air 
Force production contract, that it is renegotiable in both directions, 
forward and back, and during various periods of time. It has an 
incentive factor also, that if they can bring a completed article for a 
certain cost, why, the incentive or the profit payment is a certain 
percent. 

If they can reduce the cost, it is greater. It is the incentive type of 
contract and it is renegotiable forward and back. 

Mr. Kivpay. In either event, the Government is actually paying 
the rent? 

Colonel Hook, Yes, sir. We recognize in the cost of production of 
the aircraft certain payments. They are subject to our review, how- 
ever, sir. 

Mr. CunninGHAM. Do you mean, then, that if it would go ahead as 
it is, and the Government deal with Consolidated-Vultee, that actually 
the Government would be paying, then, in the neighborhood of $1 
million a year for the use of this property? 

Colonel Hook. Had we allowed the option to continue; yes, sir. 

Mr. CunninGHAM. How did it come to your attention that the 
options were to be exercised? 

Colonel Hook. When the F-102 program was finally brought into 
its full focus we began to consider its production site, and logically 
the first place to look was at the plant where Convair was doing their 
current production work, and we were faced with the problem of a 
program of some 5, 5% years, and we then immediately asked Convair 
under what terms and conditions do you currently occupy these 
buildings, It was then that it was brought to our attention that the 
current rental was a certain amount, and they had options to continue. 

Mr. CunnineHam. Now, do you know if Consolidated had pur- 
chased this plant whether the title would have been taken in the name 
of Consolidated or in the name of United States? 

Colonel Hook. If they had purchased it, sir, it would have been a 
private business transaction, between Consolidated and the owners. 

Mr. CunnincHam. Then, the Government would have had to pay 
rental to Consolidated from then on? 

Colonel Hook. We would have recognized most probably as a part 
of our pricing the annual depreciation of that plant. That is a matter 
of negotiation, sir, 

Mr. Cunninauam. Do you know whether or not it is customary 
for War Assets to sell property, particularly a plant of this size, with- 
out any recapture clause or reservation whatsoever in the deed? 
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Colonel Hoox. At the time that this sale was made, it apparently 
was the policy that there would be no rights reserved unto the Gov- 
ernment. 

Shortly after, of course, as the records will indicate, we recognized 
that we wanted to reserve certain rights and did so through recapture 
clauses. 

Mr. Cunninauam. Well, don’t you know whether or not the War 
Assets, headed up in Los Angeles, had any information or could have 
had information that this plant could have been sold by cannabilizing 
it or cutting it up, as the new owner did, to the various individuals 
and organizations at fees somewhat like the new owner did? 

Colonel Hook. I can’t answer that, sir. 

Mr. Cunnineuam. Well, do you feel that such information could 
have been secured by War Assets before making the sale for $1,050,000? 

Colonel Hoox. I am afraid I have no answer for that, either, sir. 
It is a policy of War Assets at the time. 

Mr. Harpy. May I ask a question? 

Mr. CunninGuam. Go ahead, Mr. Hardy. 

Mr. Harpy. When was your current contract with Consolidated 
for the manufacture of planes in these facilities first made? 

Secretary Doucuias. Which airplanes? 

Mr. Harpy. | don’t care which ones. I am talking about the 
manufacture of any planes in these facilities. 

Colonel Hoox. | am afraid it has been a series of contracts which 
have —— 

Mr. Harpy. I mean the first one in these facilities since they are 
under the present ownership. 

Colonel Hook. I am afraid I will have to get that answer for you. 

Mr. Harpy. I don’t know that that answer is too consequential, 
but it brings me up to this thought: 

At the time of your first contract with Consolidated, under which 
Consolidated would use these facilities to perform that contract, the 
Air Force had a responsibility for determining a cost which went into 
this contract; is that not correct? 

Colonel Hook. Yes, sir; there is an initial cost of the end item esti- 
mated for the pricing of the basic contract. 

Mr. Harpy. Well, | understood a moment ago in your testimony 
that the amount of rental which is being paid by Consolidated recently, 
only recently came to the attention of the Air Force? 

Colonel Hook. That is quite right, sir. 

Secretary Doveias. No. Excuse me. I think this testimony, Mr. 
Congressman, was that the option came to the attention of the Air 
Force. 

Mr. Harpy. Well 

Secretary Dove.ias. The option that might have been exercised. 

Mr. Harpy. You mean the options to renew? 

Quite obviously you wouldn’t put a contractor in leased space unless 
you had some reasonable assurance that he was going to be able to 
continue to occupy that space, would you? 

Mr. Goutpen. Perhaps we can explain it this way: At the time this 
was entered into we did not have this long-term F—102 aircraft pro- 
gram. We had a runout of the T-29, as the Under Secretary has 
stated, and some other minor program. At that time we were talking 
in terms of short-term leases. 
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Now, we do—and vou are 100 percent 

Mr. Harpy. What do you mean by “short-term lease’’? 

Mr. Goupren. For example, the last lease entered into be oan 
in April 1951 and expired in April of 753. We had to exercise an 
option— and vou are 100 percent correct, we do protect ourselves by 
putting an option in. We had to exercise that option in November 
1952, or else lose the space under lease. 

Now, the important point that the option brought into focus was 
that when the original lease was entered into, in April 1951, it ga 
us an option to renew by November 1, 1952, at 2 higher rental 

In other words, we would have to pay for the space, for example 
that we were occupving under Mr. Carlstrom’s lease. We would have 
to pay about $325,000 more if we wanted to exercise our option. 

Mr. Harpy. Well, now, didn’t you have : pretty cood idea as to 
how long that original contract was going to run at the time the first 
lease was made? 

Mr. Gotpren. Yes, we did; and we did not have this F—102 firmed 
up then. 

Mr. Harpy. IT understand that. But vou had to renew that lease 
in order to complete that original contract’ 

Mr. GotpEen. No. The F—102 has only been in being 

Mr. Harpy. I am talking about the lease that vou entered into in 
April of 751 

Mr. Goupen. 751. 

Mr. Harpy. Now, I understood you had to renew that in No- 
vember? 

Mr. Goipen. Of 752. 

Mr. Harpy. Of ’52? 

Mr. Yes, sir. 

Mr. Harpy. So then, did you renew that for the completion of the 
then existing contract? 

Mr. Goupen. No, sir. At that point we had to make a decision as 
to whether to renew that lease. Now, if we renewed it, it would have 
added some $325,000 to the $929,000 we were already paying. It was 
at that point that the Air Force, together with the engineers, decided 
that $1.2 million for that total space was a high cost in the production 
of this plane, in relation to whether to lease it or to buy it. 

We decided at that time to get this appraisal and to determine 
whether we should renew and then be stuck, that is, pay $1.2 million 
per year, or whether to buy. 

We «al ai that $1.2 million was too high a price to pay in 
relation to what we were told by the engineers and ourselves, our own 
judgment, was the appraised fee value. 

Mr. Harpy. What was the difference in the square-foot rental 
between the original price and the renewal price? 

Mr. Goupen. I can give you the total figures. We probably have 
the details here. 

Mr. Harpy. Well, is that for the same amount of space, is what ] 
am getting at. 

Mr. Gotpen. Yes, sir. 

Mr. Harpy. So that is a 30-percent increase, approximately; is 
that right? 
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Secretary Dovcuas. That is correct. The increase was in very 
rough figures from about 75 cents, average in two leases, to about a 
dollar. 

Mr. Harpy. At the time of your original contract the Air Force 
had made a determination that the nine-hundred-and-some- thousand 
that you were paying for rental of that plant was the proper figure; 
is that correct? 

Mr. Gotpen. I wonder if you would repeat that? 

Mr. Harpy. The Air Force had made a determination that the 
original rental figure of $929,000—I believe—— 

Mr. Goupen. Yes. 

Mr. Harpy. That was a proper figure, and you were not being 
overcharged by the owner 

Secretary DovG.as. Night I just make a comment there? 

Mr. Congressman, that is on the basis of a 2-year lease. Now, 
this business has pretty consistently over a great many years been a 
feast and a famine. A facility like this, when there has been produc- 
tion business available for it, has had a recognized very substantial 
value. Then when the business has disappeared, you have a great 
facility that is wholly empty. 

The type of rental that I think would be arrived at on valuation 
for a year or 2-year lease, is quite different from what you might 
expect for a 5-year lease, or longer term, because your 5-year utiliza- 
tion in 1950 and 1951 could hardly be expected with any certainty. 

Mr. Harpy. I appreciate that there is a distinction between a 
2-year lease and a 5-year lease from a valuation standpoint. But 
I am just simply trying to get around to this one thought: Originally 
the Air Force had approved a figure of $929,000 as being a reasonable 
figure for a 2-year lease on that property; is that correct? 

“Mr. GoupeN. Well, I think you have to understand—— 

Mr. Harpy. Now, wait a minute. I think we can find out whether 
that is a correct statement or not, 

Mr. GotpeEn. I would like to explain how the Air Force recognized 
a cost of that kind in contract pricing. 

Convair, Consolidated Vultee, would go out and make the lease 
itself. In considering the total cost of production of any of the 
planes—— 

Mr. Harpy. I understand that, but the Air Force had to approve 
the items that went into that cost in the beginning; is that not right? 

Mr. GoupeNn. I am not so sure that the Air Force would have to 
approve that lease at all. 

Mr. Harpy. Well, it didn’t have to do it, but it had a responsibility 
for doing it because you were paying the bill. 

Mr. Goutpen. Let me say this: 

For example, if any company weat out and leased space and paid 
an exorbitant price for that lease, we would not recognize the total 
rental they paid. 

Mr. Harpy. Well, you would have to take that into account when 
you made the contract, if there was a specific location that had to be 
utilized by the contractor. 

Mr. Gotpen. Yes, but we would take into account what we felt 
was a reasonable value for that lease, just as we take into account 
other costs of the contract. 
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Mr. Harpy. | understand, then, from what you are saying right 
now that you did take this into account, and that you recognized the 
$929,000 as a reasonable figure. 

Mr. GotpEeNn. No; I would not say that we necessarily would take 
into account $929,000. You must—— 

Mr. Harpy. You paid it; didn’t you? 

Mr. GotpeNn. I am not so sure. You see, vou negotiate these 
prices. You never know which cost factor is recognized in whole 
and which one is recognized in part. 

Mr. Harpy. You negotiated and have the responsibility for 
analyzing the costs that go into these contracts; is that not correct? 

Mr. Goupen. Yes, sir. 

Mr. Harpy. And this is one item of cost that went into that 
contract; is that not correct? 

Mr. Goxpen. A rental went in. 

Mr. Harpy. That is correct. 

Mr. Gotpren. Whether the $929,000 went in- 

Mr. Harpy. You mean 

Mr. Gotpen. You can’t break out. 

Mr. Harpy. You mean to tell me that Consolidated was paying 
$929,000 and they might have submitted a different figure than that 
to the Air Force? 

Secretary Douetas. There was a Navy project in the plant among 
other things. We don’t mean to disagree with you in principle, but I 
think you oversimplify it slightly. I think that is the only thing Mr. 
Golden has in mind. 

Mr. Harpy. I am inclined to do that, Mr. Secretary, because I 
have to simplify things for me to understand them. 

But the net effect, as | get the picture, you approved a figure of 
$929,000 for the rental of this property on a 2-year lease. Then you 
come along with a proposal to extend that lease for 5 additional years. 

Secretary Douatas. That might not be approved before the fact. 
It might be approved by acquiescence in the pricing contract on the 
production. 

Mr. Harpy. I[ am afraid that that is exactly what happens too often 
in a lot of major items of costs that go into a lot of our contracts, and 
we approve them by acquiescence later instead of catching them in the 
beginning and getting the proper contract price. That is one of the 
things that disturbs me about our contracting procedure. 

Secretary DouaGuias. But of course the contracts are subject to 
renegotiation. 

Mr. Harpy. They are subject to renegotiation, but you don’t take 
that kind of thing out. Renegotiation doesn’t cover this, if I under- 
stand it correctly. 1 would like to find out if my understanding of 
that is correct. 

Secretary Dovatas. | think all items of cost can be considered in 
renegotiation. 

Mr. Harpy. But if a contractor has made a contract with the Air 
Force or any other governmental agency for a stipulated performance 
in a particular installation and he has made a contract with somebody 
else to furnish those facilities, unless you can by negotiation beat down 
the original subcontractor, you can’t change that price to save your 
life. 

Mr. GoupeNn. Well, the answer to 
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Secretary DouGias. Unless we show it is unreasonable. 

Mr. Harpy. The net effect of this thing is that the Air Force 
approves $929,000 rental for this project on a 2-year basis. Then the 
owner of the property comes in and wants to boost the rent by 30 
percent on a 5-year lease instead of a 2-year lease, and that is when 
you all jumped over the traces, and I am going to help you jump if I 
can, 

Mr. Gotpen. Well, one very important thing there: That at that 
time when the option for renewal was coming up, as Colonel Hook 
pointed out, we then knew we had a long-term need for this plant. 

Mr. Harpy. I understand that. That is why you came up with a 
5-vear lease instead of a 2-vear lease. 

Mr. Goupen. It is very significant; that is right. We have a 
5.5-vear program, 

Mr. Harpy. I am just wondering whether or not you didn’t approve 
too high a figure to start with. 

Mr. GoLpen. Well 

Mr. Harpy. I don’t want to compound a felony. 

Mr. Go_pen. We agree. That is why we are here. We were try- 
ing to get the best price for the Government by the technique of either 
fee or lease, and it was in that crucial period, around October of 52, 
that we took a look at this and said ‘We have a firm program in this 
plant. We are going to have to have it for 5.5 years. What is the 
best way to get it?” 

We take a look at our figures with the Corps of Engineers and we 
find that we may be paying $1.5 million for this space, plus the 300,000 
square feet that the Secretary mentioned. Since our program. was 
5.5 vears, it is very easy to figure out what 5.5 years on a $1.5 million 
would be, over $8 million. We therefore asked the Corps of Engineers 
to appraise this. Now, they have come up with 

Mr. Harpy. Well, vou started out, though, by paying a man on the 
2-vear lease almost $2 million for a property that he paid a little over 
$1 mullion for, just 2 vears earlier. 

Mr. Goupen. I think vou will find that throughout the country in 
those cases where we have had to get into plants again, that has hap- 
pened again. 

Mr. Harpy. We are finding too much of that, I might say. 

Mr. Gotpen. Well, | hope vou appreciate we didn’t establish the 
policy on disposal of that kind of plant and we didn’t dispose of them. 
That was given to a disposal : wency. 

Now, I think the real issue is what is the best for the Government 
today. 

Mr. Harpy. That is it. 

Mi. GoLpeN. We need this plant. There is no question about that, 
in our minds, 

Mr. Cunnrncuam. As a matter of fact, there are two issues: 
Whether or not in the first place War Assets practically gave the plant 
away when it shouldn’t have, and second, what should the Air Force 
do now? 

Mr. Goupen. Yes. 

Mr. CunNINGHAM. Should it pay an exorbitant price in proportion 
to what the War Assets sold it for to get it back, or go build a plant 
somewhere else? As I understand, the fee title to this was given with- 
out reservation 
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Mr. Gotpen. That is correct, sir. 

Mr. CunninGcuam. To the purchaser, and the Air Force is not to 
blame for selling it for $1.05 million. ‘That was War Assets’ respon- 
sibilitv. But certainly there must have been something wrong in 
War Assets to sell it for that figure when within less than a year it 
ceased to be a dead concern and started to become a growing concern 
again and in piecemeal over $3 million was acquired for portions of 
the property by the man who purchased it only in 1947 for $1.05 
million. 

Mr. Harpy. Mr. Chairman, I don’t know whether we can hold all 
that to War Assets. I think partially the responsibility belongs to us 
up here for setting the policy we did with respect to sales. 

Mr. CunnINGHAM. At that time we weren’t asking that these mat- 
ters be referred to us for approval. 

Mr. Harpy. That is correct. 

Mr. CunninGuam. That is why this committee has been organized. 

I can understand, Mr. Douglas, that a going concern is worth a lot 
more than a dead concern, and when it ceases to be , going concern the 
value depreciates tremendously. But here we are faced with a situa- 
tion where in less than a year after it was sold as a dead concern it is 
sufficiently alive that only a small portion of it has a market value of 
about $3 million. 

That, to me, just is a fantastic situation, and unexplainable. 

Now, we are faced with the next proposition that you need facilities 
in the defense of America and you are in a way being held up. It is 
too bad there isn’t some way that we can’t make the present owners 
give it back to the Government for what they paid for it, plus a reason- 
able profit, instead of enough to make a few families rich for genera- 
tions. That is what we are confronted with; is it not? 

Mr. Goupen. It certainly is. 

Mr. CuNNINGHAM. Any more statements you desire to make, Mr. 
Douglas? 

Mr. Witson. Mr. Chairman. 

Mr. Cunnincuam. Mr. Wilson. 

Mr. Witson. I am not a member of your committee, but I wonder 
| you would permit me to ask the Secretary a few questions? 

Mr. CunntnGHAM. You may. 

Mr. Witson. You said vou felt the Air Force could acquire this 
plant for the fair value of the fee, some $5 million; is that correct? 

Secretary Doveuas. No; I did not make that statement, sir. 

I said that the Air Force’s submission of its proposal to acquire 
contemplated negotiating at the figure of $5 million based on the 
appraisal received from the Corps of Engineers and an independent 
appraisal which approximated that amount. I expressed no opinion 
as to what I thought we could accomplish. 

Mr. Wison. As I understand this project as it was submitted, the 
figure was $5 million, and I understand Colonel Hook was of the 
opinion that it could be acquired through negotiation for $5 million 
or somewhere near that figure. 

Now, I would like to ask the question: What would happen if the 
Air Force found that it could not negotiate at that figure? What 
step would you then take, sir? 

Secretary Dova.as. I tried to make that clear, sir, that after being 
in a better position to appraise our situation in negotiations and with 
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respect to any form of acquisition, we would come back to the com- 
mittee with a recommendation. 

If our appraisal turns out to be misleading as to what we can accom- 
plish, it would seem to me very likely that we would have to make an 
election as to condemnation of leasehold interest or condemnation of 
the fee and proceed along those grounds. 

Mr. Witson. Well, in any event, then, the decision is going to 
rest on the new appraisal; is that right? 

Secretary Douauas. We think we are in a position to permit the 
Corps of Engineers to proceed with negotiations. I can’t tell where 
we come out on it, but we will know a lot more about it after we have 
sat down or the Engineers have sat down to see what can be accom- 
plished. 

Now, there are a good many factors in this whole situation for 
negotiation. 

Mr. Cunnincuam. Are you through? 

Mr. Witson. Yes. 

Mr. Cunnincuam. Mr. Douglas, supposing after this was sold in 
1947 the purchaser cut it up and sold it for building lots and other 
things moved in there so that under no circumstances would it have 
been attractive to the Air Force, much as you needed it?) Then you 
would simply have gone out somewhere else and built a new plant, 
wouldn’t you? 

Secretary Doua.as. I don’t know. I don’t think we would have 
gone into the construction of facilities as large as this at this time. 
Had that happened to a new set of production facilities, we might 
well have been faced with that alternative. The fact is that there 
have been large facilities in which to place the increasing aircraft 
production that has been authorized since Korea. The problem is 
to try to do the most efficient programing possible. 

Here you have Consolidated having won a design competition and 
having been awarded a contract to produce a prototype, and finally 
they are in a position to go ahead with production. All their engi- 
neering was done at their San Diego plant. It is only natural that 
unless there are extraordinary reasons, you hope the manufacturer 
will be able to go along where he has started to prepare for production. 

Mr. CunnincHam. Let me ask you 

Secretary DouGias. We would have a major delay, timewise, if we 
decided on any other solution. That would be a difficult penalty to 
take. But when we get into negotiations to acquire this facility, 
new factors may arise that we may bring back to the committee. 

Mr. Cunnineuam. You would want to answer most of that in 
executive session, as I understand it? 

Secretary Dovuatas. think so. 

Mr. Cunnincuam. | have one more question. How many years 
has Consolidated Vultee been renting this for I believe you said 
$929,000? 

Mr. Two years. 

Secretary Dovuaeuas. April ’51, I think, was the first lease. 

Mr. CunnrnGuam. That would be 2 years, then? 

Mr. GoLpENn. Yes, sir. 

Secretary Douaias. Was there any economic use for the manu- 
facture of aircraft in part of that lease since then, do you know? 

Mr. Donouve. In that area, the Consolidated Vultee had enough 
space of their own that they wouldn’t require additional area. 
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Mr. CunnincHam. What I am getting at is the person to whom 
the plant was sold in 1947 has then received up to date approxi- 
mately $3 million for parts he sold and another $2 million in rental, 
approximately, a total of almost $5 million the purchaser got from 
this plant he bought in 1947. He has gotten that much back for an 
expenditure of $1,050,000, is that approximately correct? 

Mr. GoupeN. Yes, sir. 

Mr. Cunnrncuam. And he still owns four-fifths of the plant, or 
better? 

Mr. Donouve. Yes, sir. 

Mr. Cunninauam. And wants—how much is it he wants for this 
now? 

Mr. Ke.iener. $15 million is the figure that is talked about. 

Mr. Cunnincuam. About $15 million. And you feel 5 million is 
a fair price. 

Mr. GoupeNn. Well, we are going in with the engineer’s appraisal 
of five. We hope it is that. But we will report back to you if it 
isn’t because——— 

Mr. Cunnincuam. If perchance you would have to pay his figure 
of $15 million, then he would have a total profit of about $19 million 
on a million-dollar investment, wouldn’t he? 

Mr. Goupen. I can best answer that by quoting Senator Case, 
who said the man has been highly successful. 

Mr. Cunnineuam. And on your appraisal, his profit would be 
close to $9 million on an investment of $1 million? 

Secretary Dovuetas. No, not on our appraisal, sir. 

Mr. Cunnincuam. Yes, your appraisal of $5 million. He has 
already received almost $5 million and you appraise it at $5 million 
more. 

Secretary Dovetas. I am not clear about the position of the 
transferees whom he now represents, Mr. Chairman, so I am not sure 
that it is correct to add the two figures together without expecting 
that there would be some overlapping. I would think there is 
overlapping. 

Mr. CunnrnGuam. That is something the committee wants to be 
fully informed on; how does it happen—— 

Secretary Dovatas. I would just like to suggest one factor that 
seems to me an important commentary. In 1945, 6 and 7, the one 
obvious purchaser who had I would think perhaps strong economic 
reasons to try to acquire this plant would be Consolidated Vultee, as 
a great reserve facility, particularly when you had the kind of a price 
at which it could probably be acquired as actually did acquired for the 
purchaser. I think it is worth mentioning that because of the fact 
that the great aircraft manufacturers were frequently at least not 
interested in acquiring these facilities at bargain figures indicates then 
general market attitude with respect to these facilities. 

Mr. Kitpay. Mr. Chairman, in that connection. 

Mr. Cunnincuam. Mr. Kilday. 

Mr. Kinpay. That was I guess the most critical time for aircraft 
manufacturers, was it not? 

Secretary Dovaetas. It was a very critical time. Consolidated was 
faced with a loss as I remember it of some— in their fiscal ’46, I think 
of more than $20,000,000. 
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Mr. Kitpay. Well, I was on the Congressional Aviation Policy 
Board which was in session during that time. Some of them were 
making stoves, washing machines and ever ything else, trying to keep 
going. Government contracts were over ‘and the Government was 
selling and leasing airplanes to airlines. One of our great concerns at 
that time was trying to find some way to keep them ‘operating. And 
$1,050,000 to ¢ ‘onsolidated Vultee at that time was probably a 
tremendous figure. 

Secretary Dovetas. It would have been a big figure. 

Mr. Cunnincuam. But, Mr. Douglas, that does not explain away 
the fact that here was a plant which, starting in 1948, the new owner 
was able to sell, as I understand it, for approximately $3,000,000 to 
persons or organizations that used it not for aircraft manufacture but 
for other reasons or commercial reasons. So it must have had in 1947 
a value far in excess of $1,050,000 purely as a commercial project, 
and with no connection whate thm to aircraft manufacture. 

Secretary Doveias. Well, Mr. Chairman, I have not been person- 
ally familiar with these earlier sales. The statement that the chair- 
man makes certainly warrants furthr inquiry into the fact, I think. 

Mr. Kitpay. Of course an airplane factory is actually just about 
four walls and a roof, isn’t it? 

Secretary Doveuas. That is right. 

Mr. Goupen. It is a high bay area. 

Mr. Kitpay. It isn’t partitioned or anything else. It is just a 
shell. I would like to ask your counsel if there is anything to indicate 
that War Assets tried to sell this in portions or whether it was only 
offered in one piece, as one factory, rather than cutting it up. 

Mr. Ketviener. I only know, Mr. Kilday, that they advertised 
the plant for about 2 years, and I believe they tried to sell it as a unit. 
That is my understanding. 

Mr. Kitpay. They could probably have done better if they had 
broken it down. 

Mr. Keviener. Yes. 

Mr. Cunnincuam. Any more questions? 

Mr. Kevuener. May | ask a question while the Air Force is still on. 

Mr. Cunninauam. Surely. 

Mr. Ketiener. Under the heading in the appropriations act, the 
authority that is given for this acquisition is about $12.7 billion. 
Could you give an estimate as to the approximate percentage of that 
amount that is allocable to real estate, that is to acquisitions such as 
this, expansions of plants, and so on? 

Secretary Dovatas. I will have to ask Colonel Hook to take that 
question. 

Colonel! Hoox. In that public law there were specifically for 
facilities appropriated seme $312 million. A large part of that, $179 
million, was for the heavy press program which is in large measure for 
constructicn purposes. ‘The remainder, possibly some 10 or 12 percent 
of the difference between $179 millicn and $312 million, or $133 
million, weuld be for construction and/or rehabilitation of the plants. 

Mr. Ketitener. My purpose in asking that question, Mr. Chairman, 
is that from the answer Colonel Hook has given there may be involved 
military construction and acquisition of real estate bere which is 
slightly in excess of what I believe the Army got in authority last year 
for its whole military public works program. That shows the magni- 
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tude of it. Here is something that the armed services committee 
doesn’t get to see at all and which involves a great deal of money and 
involves matters which are not dissimilar to military construction. 

Mr. Harpy. Another question arises in connection with this. 
Has this acquisition been officially authorized in any public works bill? 

Mr. Kewuener. No, sir. I meant to make that clear in my 
statement. This is under an appropriations authority and the only 
reason that we, this-committee, gets to know about it is because of 
Public Law 155, which requires these submittals. 

Now, if Consolidated Vultee has purchased this property itself, the 
Armed Services Committee would never have heard of it, as, indeed, 
they didn’t hear of the lease that was entered into in the first instance. 

Mr. Harpy. Now, the appropriation act itself provides authoriza- 
tion for the acquisition of real estate. Do I understand, then, it is 
unnecessary for us to consider real-estate acquisition in our public- 
works authorizations? 

Mr. Keuuruer. One is a procurement program which involves as 
a collateral aspect the construction of buildings and the acquisition 
of real estate. 

Mr. Harpy. But is not the appropriation act limited at all by au- 
thorizations previously granted by Congress? 

Mr. Keuuener. Not this kind. There is no authorization as such 
for aircraft procurement. That authorization is contained in the 
appropriation act itself. 

Mr. Harpy. I understand, as far as spending this money for air- 
craft procurement is concerned, that would be unnecessary insofar as 
public-works authorization is concerned. But if the Air Force is go- 
ing to acquire real estate as a part of its plant, then it does seem to 
me that it does require some congressional authorization. 

Mr. Ketiener. Well, I can say this, it has not in the past. There 
is no specific authorization for the acquisition of real estate in this 
kind of situation. The appropriation act has been construed by the 
Department as providing that authority. I believe it is in that 
language that I read. 

Mr. Harpy. You understand what that is, Mr. Kilday? 

Mr. Goutpen. Can I clarify one statement that counsel made? 

In stating the amount of dollars that we have for plant acquisition, 
I would like to make clear that these amounts are justified for par- 
ticular categories of programs. As Colonel Hook said, included is 
a $300 million figure for facilities, we call it. Now most of that money, 
I would say 90 percent or thereabouts, is for tools and matters of that 
kind, excluding the heavy press program—is for tooling and machinery 
and equipment. We have found that on an average, about, a little 
under 10 percent of the money is given to us for facilities. This 
amount under $300 million goes for the acquisition or construction 
phase of our program. We have been very, very fortunate in the 
Air Force in terms of the very little, the very disproportionate amount 
of construction that we have had to do. We have gone back and 
picked up all our reserve plants and are using those. And we have 
really had practically no real major construction projects. 

Mr. Harpy. Let me get back to this problem here of authorization 
versus appropriations. The reserve plants that are owned by the Air 
Force and the other services: were they handled strictly through 
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appropriations, or weren’t they authorized by Congress through the 
normal-item procedure? 

Mr. Ke.iener. I imagine most of those were constructed by 
Defense Plant Corporation, a subsidiary of RFC. 

Mr. Harpy. Under a blanket authorization? 

Mr. Yes, sir. 

Mr. Kiupay. Are you through? 

Mr. Harpy. Yes, I am through. This is another sample of the 
kind of thing that I think we are going to have to be a little more 
careful about, Mr. Chairman. 

Mr. Cunnineuam. That is why this subcommittee was authorized. 

Mr. Harpy. This business of acquiring capital assets in terms of 
real estate and buildings ought to be justified in a line-item procedure, 
just as any other public-works authorization is handled. I don’t 
like this business of using funds appropriated for the purchase of 
aircraft for the acquisition of real estate. 

Mr. Cunnineuam. That is why this subcommittee was set up, 
by our chairman, as I understand, and I am very happy you are a 
member of it. 

Mr. Kixpay. On that point, this is the third time in 2 weeks we 
have been faced with problems arising from legislative matters in 
appropriations bills. 

Mr. Cunnincuam. Right. During the time the Government owned 
this property prior to sale in 1947, it was not taxable for real property 
taxes. That is the Government pays no taxes, that is correct, is it 
not? 

Secretary Dove.as. I understand that is correct. 

Mr. CunnincHam. Now, do you have any figures or have you 
checked to see what taxes were paid the first year after the owner, 
the private owner acquired it? 

Colonel Hook. I believe, sir, the property was assessed at about 
$180,000. 

Mr. Cunninauam. About how much? 

Colonel Hook. Taxed at $180,000 per annum. 

Mr. CunnineHam. On a $3% million assessed valuation? 

Colonel Hook. That would be approximately right, sir. 

Mr. Cunnineuam. And do you know whether or not the taxes are 
the same today as they were in 1948, or have they increased? 

Colonel Hook. I can’t answer that, sir. 

Mr. Gotpen. I would like to add that Colonel Hook’s reference to 
the $180,000 taxes I think relates to the year 1951. I don’t believe 
we have any information in the Air Force prior to that. But I 
believe somebody out in the audience there from California, the local 
authorities in California, may have that information for you. 

Mr. CunnincHam. Well, unless there are any questions, thank you 
very much, Mr. Douglas. I understand you want to get back to your 
work. 

Secretary Dove.as. I would appreciate that, sir. 

Mr. CunninGuam. So if there are no further questions, you may 
be excused. 

You will be available later for executive session? 

Secretary Doua.as. Yes. 

I am not clear that the committee will necessarily want to go into 
executive session, on the matters that I have referred to as making it 
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appropriate. I think perhaps a very brief conversation would cover 
the matters I have in mind for that purposes. I don’t know what the 
chairman has in mind as to whether he definitely wants to. 

Mr. CunninGuam. I think probably we may want you briefly in 
executive session. 

Secretary Doug.as. That is all right. 

Mr. Cunnineuam. To determine what course to pursue. Does 
any member of the committee have any suggestion on that? 

Mr. Harpy. I think it is highly desirable. I think of course we can 
tell better after we get the rest of this testimony. 

Secretary Doveuas. That is right. 

Mr. Cunnincuam. Yes. 

Secretary Dove.as. I think if it seems desirable to go into execu- 
tive session briefly this morning, that Mr. Golden, the deputy on 
production, and other Air Force representatives could meet any 
questions that the committee may have. 

Mr. CunninGuam. I think, Mr. Douglas, we can do a better job 
in executive session if we hear the other witnesses first. 

Secretary Doveuas. Right. I am sure that is so. 

Mr. Cunnineuam. Do you have anything additional to present 
at this time, Mr. Golden? 

Mr. Goupen. Not at this time, sir. 

Mr. Cunnincuam. Mr. James M. Donohue. 

Have you anything additional you would like to add, Mr. 
Donohue? 

Mr. Dononur. Not at the moment. 

Mr. CunnineHam. Lieutenant Colonel Hook, have you anything 
additional to add? 

Colonel Hook. No, sir. Not at the moment. 

Mr. Cunnineuam. Mr. Arthur Eddy. 

Just be seated, Mr. Eddy. 

Will you give your name and occupation to the reporter? 

Mr. Eppy. Arthur C. Eddy, assistant assessor of San Diego City 
and County. 

Mr. CunninGuam. And that is the county in which the property 
in question is located? 

Mr. Eppy. Yes, sir. 

Mr. Cunnincuam. And you are familiar with the records of the 
county assessor’s office of San Diego County? 

Mr. Eppy. Yes, sir. 

Mr. CunninGuHaM. First, do you have any statement you would 
like to make? 

Mr. Eppy. I would appreciate making a brief statement for the 
county’s position, sir. 

Mr. CunninGuam. Proceed. 

Mr. Eppy. First of all, we do want to make very clear to this 
committee that the last thing in this deal that we are interested in is 
losing this type of a contract for the community of San Diego. 

Mr. CunnINGHAM. In other words, you want to get the taxes? 

Mr. Eppy. We are interested in that also, sir. 

Mr. Harpy. In the taxes and in the employment, both? 

Mr. Eppy. Both, yes, sir. We have a very definite interest in this 
for our economy because our entire economy in San Diego is based on 
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Government contracts. We also have a very definite responsibility 
to the taxpayers. 

I would appreciate submitting—— 

Mr. Cunninenam. You would much prefer, then, that the Air 
Force lease this instead of buy it? 

Mr. Eppy. Unfortunately, yes. We would like to submit for your 
committee’s records a copy of a map that was prepared in 1949 show- 
ing the government ownership not only of the Federal Government 
but of all government agencies in our county. It shows 54 percent in 
1949. It is now nearing 57 percent. It would go well over 57 percent 
if this property in question became an exempt property. 

We would like to point out, if it is all right—I would like to bring in 
a few of the assessed-valuation figures that were discussed very briefly 
by the chairman. 

When this plant was under the War Assets or DPC, it was a taxable 
property by the county of San Diego. In developing the valuation 
for equalization purposes, the historic cost was approximately $12 
million for the building of those buildings. Of course, that was on a 
wartime building cost, which was high. 

At the present time, with the 5 owners affected, we have an assess- 
ment on this plant in excess of $3,400,000 in all of these affected 
properties. In taking a ratio of valuation in San Diego County, we 
find that there were some 47,000 sales made of residential, commercial, 
and other types of property. That includes both vacant and property 
with improvements. In the past year we received a return of what 
we call a sales letter of about 34,000 of those letters. And we sent 
those to both the vendee and the vendor. We also checked with the 
revenue stamp. We don’t take too much weight on the revenue stamp 
because of the fact there is a $500 variance. We have gotten good 
returns on these sales letters. And we find our mean sale price against 
our valuation is about 35 percent. The State board of equalization 
says it is about 39 percent, of actual current market price. 

Mr. Cunnineuam. That is your assessed value? 

Mr. Eppy. Yes, sir. 

Mr. CunninGuam. About 39 percent of the current going price? 

Mr. Eppy. Yes, sir. We feel it is about 33 to 35. 

Mr. Cunninauam. May I interrupt you there? 

Mr. Eppy. Yes, sir. 

Mr. CunNINGHAM. In setting up your assessment on the valuation, 
do you have a separate valuation for the land and then a separate one 
for the buildings, and then add the two together? 

Mr. Eppy. Yes, sir, we do. 

Mr. CunninaHam. What is your assessed valuation on the 65 acres? 

Mr. Eppy. Mr. Chairman, if I am correct in this—and maybe 
your counsel can correct me—does this 65 acres include the 23.7 acres 
that Mr. Starr of the ball club owns? 

Mr. Ketuener. Yes, it does. 

Mr. Eppy. Well, our total valuation on land, Mr. Chairman, on 
that would be 400—no, $515,000, for the land alone. 

Mr. Cunninauam. On the 65 acres? 

Mr. Eppy. Yes, sir. 

Mr. Cunnineuam. And is that the assessed valuation today? 

Mr. Eppy. Yes, sir. That would be on the 1953-54 assessment 
rolls that we are making right now. 
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Mr. Cunnincuam. That is your assessed valuation which is 
somewhere between 34 and 39 percent? 

Mr. Eppy. Yes, sir. 

Mr. CuNNINGHAM. So the actual valuation, then, according to your 
records of the land today would be about $1% million? 

Mr. Eppy. Then we find, because of this very condition that we 
are speaking of, that probably the asking price is another 25 percent 
on top of that. 

In other words, the M-1 manufacturing area is very hard and very 
scarce in San Diego. 

Mr. Cunnineuam. Then, that would make the appraised market 
value, according to the going price out in that area, close to $2 
million for the land without improvements? 

Mr. Eppy. That is right; ves, sir. 

Mr. Cunnincuam. Now, would you say that that was approxi- 
mately the value in 1947, or was it somewhat less then or more? 

Mr. Eppy. At that time, sir, it was less. 

Mr. CunnincHam. How much less would you say? 

Mr. Eppy. I am sorry, | don’t have those actual figures. In the 
back of my mind, we were probably about half of that valuation, 
because there have been certain improvements as far as roadways 
and access from freeways and other increments in valuation since 
that wartime or that postwar slump that hit that area. 

Mr. CunninGHAM. Is any proportion of those improvements, such 
as roadways and accessways, assessed to the abutting property? 

Mr. Eppy. No; but it does increase the value. 

Mr. CuNNINGHAM. It is a general overall assessment for the 
county? 

Mr. Eppy. Yes, sir. 

Mr. Cunninauam. Then, at the time that this was sold by War 
Assets, according to your records and your evaluation, the actual 
market value of this 65 acres, without any improvements at all, was 
just about what the purchaser paid for the whole thing? 

Mr. Eppy. We had the—we assessed that property in the year 
that it was purchased by the present owner for more than he paid 
for it. 

Mr. CunninGuHam. Well, that was including the improvements? 

Mr. Eppy. That was including the improvements, and that does 
not include the 23 acres owned by the ball park, Mr. Chairman. 

Mr. Cunninouam. If you add the 23 acres owned by the ball park 
in the year 1947, what would the total acreages as bare land without 
improvements have been worth? 

Mr. Eppy. In 1947, sir? 

Mr. CunninGHamM. That is right. 

Mr. Eppy. And this will just be an estimate, trying to remember 
back to those 

Mr. CunninGcHam. It is a pretty good estimate from you. Go 
ahead. 

Mr. Eppy. At that time we would say it would be in the vicinity 
of three-quarters of a million to a million dollars for the bare land 
itself. 

Mr. Cunnincuam. In 1947? 

Mr. Eppy. Yes, sir. 

Mr. Harpy. Mr. Chairman, I have one question right on that. 
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Mr. CunninGuam. Pardon me just a moment. Is that your 
assessed valuation or the market value? 

Mr. Eppy. That would be the market value, sir. 

Mr. Harpy. Did you find during that period that such sales as 
were made were frequently made at prices less than your assessments? 

Mr. Eppy. We had very few sales of this kind where —— 

Mr. Cunninecuam. In other words, the real-estate market was so 
depressed there wasn’t very much moving? 

Mr. Eppy. That is right, sir. 

Mr. CunninGcuam. In 1947? 

Mr. Eppy. Well, you see there was a period in there from I believe 
the end of the actual hostilities, which was in 1946 or thereabouts, 
and there was a dead period in San Diego. 

Mr. CunninGHam. I am surprised there was ever a depression 
anywhere in California. 

Mr. Eppy. Well, we had the good weather but we did have poor 
business. But there was that period. And then just before the 
Korean conflict, for a period in there, we had a lower valuation as far 
as this particular property because of the fact it was a drug on the mar- 
ket, as you gentlemen have brought out. But the valuation has 
certainly increased since that time and we have reflected it. 

Mr. CuNnNINGHAM. Now, if there had been no buildings on it at all 
in 1947, would the land have been worth more than you would figure 
just the land alone? It would be more readily salable, would it not? 

Mr. Eppy. Surely, for other types of manufacturing program. 
But right now it is adjacent to the main Convair buildings, that are 
just across the way. There are overpasses. There are trunklines 
and spurlines from the railroads that are very valuable there. 

We are very much concerned on this entire matter beeause of the 
fact we are kind of in a middle of the road proposition. As we say, we 
could naturally afford to lose all taxes, to keep that contract, because 
it is important to us. But with the taxpayer in San Diego paying 
approximately 23 percent more taxes because of this heavy ownership 
in the governmental installations —— 

Mr. CunnineuHam. You mean all governmental installations? 

Mr. Eppy. Yes, sir. 

We do feel we should bring it to the concern and the interest of you 
gentlemen that we do have a definite problem in San Diego, that we 
are interested, we are glad to have all kinds of governmental installa- 
tions. We don’t feel that those installations that are of a local nature 
and that are purely of a local aid should be assessed. We don’t expect 
anything on it. We do have a definite concern where property that 
has been on the taxrolls, has been paying for the general governmental 
services, should continue, that there should be some type of payment 
in lieu of taxes for some aid for governmental services that must be 
performed for that area, regardless of who does 

Mr. Cunnrnauam. That is the general problem all over the United 
States that the Congress has to face sometime. 

Mr. Eppy. Yes, sir. 

Mr. CunninGuam. I want to ask this question: If I understood you 
correctly you said you did get taxes when the Government owned it? 

Mr. Eppy. Under the Defense Plant Corporation. 

Mr. Keviener. Under a special law, RFC. 

Mr. Eppy. That was a special law. 
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Mr. CunninGuam. Was that all during World War II? 

Mr. Eppy. From the time that was built; yes, sir. 

Mr. Cunnineuam. Did it change any when this was turned over 
to War Assets? 

Mr. Eppy. No, sir. That still continued. 

Mr. Cunnincuam. Do you have the figure on what the Government 
paid? 

Mr. Eppy. I don’t have those figures. I can supplement those and 
will as soon as I get back to the office, as to— 

Mr. Cunninecuam. Did they approach what taxes you are receiving 
now? 

Mr. Eppy. No, sir, not at the present time. Not after the end of 
the war. During the war they very definitely did, sir. It depends on 
the tax rate, which I believe was a little higher at that time. 

Mr. Ke.iener. RFC actually paid the taxes that a private indi- 
vidual would pay, didn’t it? 

Mr. Eppy. Yes, sir; that is correct, Mr. Kelleher. 

Mr. Cunnineuam. If the Government had retained it and not sold 
it in 1947, up to the present, then in taxes it would have paid some- 
where in the nieghborhood of a half million or better in taxes during 
that period of time? 

Mr. Eppy. Yes, sir, if that same provision in the law would have 
remained intact. 

Mr. Keuuenser. If it had stayed with RFC and not War Assets; 
yes, sir, that is right. 

Mr. Kitpay. Mr. Chairman. 

Mr. CunninGuam. Go ahead. 

Mr. Kinpay. If the Government should acquire under this present 
proposal and lease the plant to Consolidated Vultee, you would 
collect some taxes on a possessory interest, would you not? 

Mr. Eppy. We do have that classification of property in San Diego, 
a possessory interest. It is a California law. It would depend on 
the terms and the type of contract, lease or permit that the Govern- 
ment or the Air Force would make back to the private concern, 
probably Convair in this case. Therefore it would be somewhat 
lower than the valuation or the assessment or tax vield that we would 
get in private ownership. 

Mr. Kripay. What is the difference, roughly, or percentagewise? 

Mr. Eppy. Well, there again, Mr. Congressman, we would have to 
actually go into terminology of that lease. In other words, the 
wording and the length of time, the amount of rental paid or what- 
ever the consideration—if it would be just a dollar in hand for legal 
consideration, that would be the value. 

There is in all contracts I believe now a l-year termination clause 
that must be recognized there. 

In other words, it would be present worth of the future benefit of 
that least to the Convair Co. We would have a possessory interest 
tax that we would get. 

Now, just how much, it would be very definitely an estimate. 

Now, we do have approximately $12 million of assessed valuation 
on present possessory interest valuations which if it were in fee 
ownership would be about four times that amount. That is depend- 
ing on the terms and length of the lease, which govern that valuation. 
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Mr. Kitpay. You say that your assessment runs about 33 percent 
of market value? 

Mr. Eppy. We say of sales, of going sales. 

Mr. Kizpay. What do you attempt to assess at? 

Mr. Eppy. Well, the law states full cash value and the definition of 
full cash value in California is what a willing buyer will take from a 
willing seller. 

In other words, I need some money right away and I have to get it. 
It used to be 100 percent. The Stew art Riley bill in 1935 expressed 
50 percent as the full cash value; since 1935. We realize that even in 
California there has been some inflation and we do not feel that that 
50 percent is a true going value. 

Mr. Kiipay. Of course, no assessor ever gets 100 percent. 

Mr. Eppy. No, sir. 

Mr. Kitpay. And doesn’t aim at it, as a matter of fact. 

Mr. Eppy. Regardless of what it is, it is too high from most of our 
constituents’ viewpoint. 

Mr. Kiupay. I thought you were the assistant assessor. 

The increased employment here: Would you be able to take care 
of them in San Diego? 

Mr. Eppy. Sir? 

Mr. Kitpay. Would you be able to take care of these employees? 

Mr. Eppy. Yes. 

Congressman, I would like to point this out: When a private concern 
comes into a community, the valuation, or the aid to the economy, 
consists of many things. The payroll, of course, goes into general 
economy. But we also from a private concern get a valuation from 
the physical assets, the buildings and the land, the inventories and the 
fixtures. We also get valuations on the homes of the workers that 
come in. When Government comes in, then we are confronted with 
this thing of no tax on the physical plant, the assets as far as inven- 
tories, and in most cases the workers in those plants live in Government 
projects that unless they happen to live in a Lanham project, we do 
not get any valuation. 

Mr. Kizpay. I was just wondering, for instance, whether you would 
have enough water. 

Mr. Eppy. I think that we have a second barrel on its way out to us. 

Mr. Kintpay. We loaned y 

Mr. Cunnineuam. We will take it anywhere we can get it. 

Mr. Kitpay. We haul our drinking water. But we did go into this 
very fully last year or year before, before Mr. Wilson was here, when 
we loaned you $18 million to build another barrel. I wasn’t being 
facetious about it at all. 


Mr. Eppy. No, sir. 
Mr. Kitpay. One of the things involved in that hearing was the 


increased population and water consumption and the tax on other 
facilities in the area, because of these plants that went in there incident 
to the war. There are other war plants in San Diego. I thmk you 
said the Consolidated-Vultee plant. Don’t you have a rubber plant 
of some kind? 
Mr. Eppy. No, sir. We do have Solar and Ryan and Rohr aircraft. 
Mr. Kiupay. Of course, then, the San Diego Navy Yard and 


marine bases around there. 
Mr. Eppy. Yes, sir. Those of course are all nonassessable. 
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Mr. Kinpay. I understand. I am talking now of just whether the 
Air Force has probably considered the impact on the community and 
vour facilities in the community which have been overtaxed since 
shortly before World War II, in deciding to put this in San Diego. 

Mr. Eppy. When it actually comes to that, Mr. Congressman, we 
are at the present time—we have assistant assessors or deputy 
assessors in the field on our personal property tax proposition, and we 
are quite surprised as we get back each week the number of vacancies. 
We do have considerable vacancies as far as handling any additional 
working population that will come in there because of the heavy 
growth of building. 

Mr. Kiipay. You still have rent control? 

Mr. Eppy. I believe we do; ves. 

Mr. Krupay. Mr. Wilson will know, I am sure. 

Mr. Witson. Yes; we do. 

Well, seriously, if I could make a statement in that regard: 

I understand that this contract would mean an employment of some 
3,000 additional workers and a city of the size of half a million is 
easily able to absorb that additional 3,000 workers. 

Mr. CunntnGHaAM. I want to ask you, Mr. Eddy, if you are familiar 
with valuations, market valuations, to the extent that you could tell 
us whether or not the sale of these parts of this particular piece of 
property to individuals and organizations that were named from 1948 
through 1951, which total $3 million: would those sales have anything 
to do with establishing the present market value of this property? 

Mr. Eppy. We would consider that as one of our definite approaches 
to value. Sales is one approach to value that we must consider, taking 
in all accepted approaches, some half dozen—reproduction, replace- 
ment and so on. At that time those were a definite indication of 
value to our office in arriving at an assessed valuation. 

Mr. CunnitncHam. As a result of those sales, what is your assessed 
valuation on this property increased? 

Mr. Eppy. Not as a result of those sales alone, sir, but it was one 
of the things that we would take into consideration. 

Mr. Cunnineuam. It was a determining factor. 

Mr. Eppy. It was one of the factors that we considered, very 
definitely, and the increase that would be from the sales point, and 
then the increase of the lease figures that would come in was a capi- 
talization approach, in other words, a return. 

But there we have to be careful not to get into the field of income 
tax as far as the actual return on that lease. 

But it would give us a valuation from a vapitalization approach, 
what would be a fair return for a man’s investment. 

In this case there is a very fair return. 

Mr. Cunnineuam. Evidence has already been given that, I believe 
his name is Carlstrom, the purchaser of this property, is now acting 
as agent for all of those individuals and organizations to whom he sold 
portions of this property beginning in 1948. 

Now, are there any records that you have in your office whereby 
you could tell the business of Mr. Carlstrom and whether or not he 
acts as an agent for other interests, other properties? 

Mr. Eppy. We have had some rather interesting relationships with 
the purchaser in the matter of equalization hearmgs. Every year we 
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have equalization hearings. After the last sale, which I believe were 
Buildings 2 and 3—I don’t know if you gentlemen have these plats [dis- 
tributes papers] Buildings 2 and 3 were sold, I believe to the Assem- 
blies of God of California and a year ago they did appear in person as 
the entity or group owning those buildings, along with the present 
owner, in a board of equalization hearing before the board of super- 
visors sitting as the board of equalization in San Diego. 

I believe Mr. Carlstrom or his attorney have full power of attorney 
for the Assemblies of God. 

What his relationship with the Salvation Army, who just pur- 
chased—I believe Mr. Carlstrom gave to the Salvation Army Building 
28. Mr. Carlstrom is on that board, the Salvation Army executive 
board. He sits with them and helps them. I believe it was a straight 
donation to the Salvation Army for Building 28. And they have since 
then as far as our records are concerned —at least, [ had one letter and 
I have not read their welfare claim, but they have applied for a welfare 
claim on that building depending on its use. 

In California the lein date, which is the first Monday of March, 
governs whether that building —who it shall be assessed to and whether 
it is accessible or not, depending on its use. 

Mr. Kitpay. Is this Church property assessed in California? 

Mr. Eppy. I believe —depending on their use, Congressman. Now, 
a church property—and just this last year an unfinished church 
building—is exempt. Prior to this year, it was actually in use. 
Churches themselves are not exempt. Where they might have a hall 
that was rented out on a regular nature, it would be assessible. 

Mr. CunninGHAmM. Only that part used for religious or charitable 
purposes is not assessed ; is that correct, sir? 

Mr. Eppy. That is correct. 

Mr. Cunnincuam. Any further questions? 

Do you have any additional statement? 

Mr. Eppy. No, sir. 

Mr. Harpy. | would like to raise one other question. 

Mr. Eddy, I noticed with considerable interest your desire to keep 
this facility operating in San Diego. It is an understandable inter = 
on your part. 

I wonder if you could disassociate yourself from that consideration 
which grows out of your official duties to consider with me a little the 
broader aspects of possibly moving this project. 

In other words, would you agree with me that if it is determined 
that the prices on these properties are too high or the lease figures are 
too high, in the interest of all the taxpayers. maybe we ought to find 
some places elsewhere to put this operation? 

Mr. Eppy. In going along with you and removing myself from the 
official position, there would be this thing that I would again look at: 
How much time, when time is apparently of the essence to the Air 
Force, would it take to build the necessary buildings for this type 
of a project, where would they locate it, and how much would it cost 
to reconstruct the type of buildings necessary? 

Mr. Cunnineuam. It may not be necessary to build. 

Mr. Harpy. Of course, those are factors that would have to be 
considered, but it might be entirely possible that we could find some 
other structures already suitable for this purpose. 
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You know, there has been an awful lot of construction under the 
accelerated amortization program in the last few years, and that 
should have relieved some of the manufacture space, I would think. 

Would you think, looking at the thing strictly from the standpoint 
of a general public interest, that there should be a careful scrutiny of 
possibility of getting this job done at less cost to the Federal Govern- 
ment and the taxpayers individually? 

Mr. Eppy. I think there is a very definite responsibility on the 
part of the Federal Government and all governmental subdivisions 
to do everything as inexpensively and as cheaply as possible. Good 
business should be in Government the same as it is in private business. 

Mr. Harpy. So you would be willing to subscribe to that same 
approach that we are taking, then; that if we are getting held up on this 
price and we can get it done somewhere else at less cost to the American 
taxpayers, that is what we ought to do? 

Mr. Eppy. Except for the fact that it would be a mighty tough 
blow to San Diego. 

Mr. CunninGHAM. You have so much sunshine there, you can take 
anything else. 

Any further questions? 

If not, thank you very much, Mr. Eddy. 

You have been quite helpful. 

Mr. Eppy. Would it be helpful if we submitted the other figures that 
I could get from our records? 

Mr. CunnineHam. Very helpful. Mr. Hardy has some other 
questions. 

Mr. Harpy. You mentioned, Mr. Eddy, some equalization hearings. 
I presume those hearings were held for the purpose of trying to get 
tax assessments reduced? 

Mr. Eppy. Generally—I have only been in the office 4 years, but 
as yet we have not had an equalization hearing to increase our valua- 
tion [laughter]. 

Mr. Harpy. I was just wondering whether you all operated the 
same way we did. 

Now, that being the case, I believe you had several such hearings 
with the owners of this property? 

Mr. Eppy. Yes, sir. 

Mr. Harpy. Did you reduce assessments as a result of any of those 
hearings? 

Mr. Eppy. May I say we did not reduce them, but the superior 
court of San Diego upheld the findings of our office and the board of 
equalization that our valuation was correct. 

Mr. Harpy. Would it be fair to assume that the owners of the prop- 
erty urged that you had their values too high and the property wasn’t 
really as valuable as you contended it was? 

Mr Eppy. By chance, that just was the case. 

Mr. Harpy. I wonder, Mr. Chairman, if it might even be possible 
to have access to those hearings? 

Mr. CunnincHAM. Were those hearings taken down in shorthand? 

Mr. Eppy. They were taken down verbatim. 

Mr. Cunnineuam. Are they a matter of record in your office? 

Mr. Eppy. They are a matter of public record in the county clerk’s 
office, and I believe the original appraisal we made available to the 
Air Force and their appraisers, in a room where they did use and go 
over these entire records. I think that is where some of those 
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Mr. CunninGHam. Those would be available in a condemnation 
proceeding? 

Mr. Eppy. I am certain those records are, where they are taken 
down, in a board of equalization which is an open and public hearing. 

Mr. Kiipay. It was appealed to the court, as I understand it. 

Mr. Eppy. Yes, sir. 

Mr. Kitpay. There was testimony there, in the court of record, 
was there not? 

Mr. Eppy. In California, under the proceedings, the only thing a 
court may do is to check the record and see if it is correct, and there is 
no trial de novo in the court. 

Mr. CunNINGHAM. It is trial de novo without additional testimony. 

Mr. Eppy. That is correct. 

Mr. Kitpay. Your transcript had to be filed in the district court? 

Mr. Eppy. Yes, sir. 

Mr. Kirtpay. So it would be available in éourt. 

Mr. Harpy. I take it, then, at the last time the matter was before 
the court, the court in effect did establish the then value of the 
property? 

Mr. Eppy. They don’t establish the value, but they do say we are 
correct. 

Mr. Harpy. I understand that. But they establish the correctness 
of the assessment. 

Mr. Eppy. That is correct; yes, sir. 

Mr. Harpy. And if the correctness of the assessment is based on 
the value, then that gives you a pretty good idea what the value was 
then determined by that court? 

Mr. Eppy. Yes, sir. 

Mr. Ketuener. If I could ask one question: 

I think your assessment and your valuation isn’t for fair market 
value as it is normally determined. As I recall, you said that the 
“— that you attempted to arrive at was that for sort of a pressure 
sale. 

Fair market value as I understand is arrived at between a willing 
buyer and willing seller, neither one of them compelled to do business. 
In your case, the seller is more or less compelled. 

Mr. Eppy. Yes, sir. 

Mr. Ketviener. So you would have to take that into consideration. 

Mr. Harpy. But didn’t I understand also that you have a Cali- 
fornia statute which prescribes that your assessment shall be 50 
percent of its full value? 

Mr. Eppy. No percentage. It uses the term “full cash value,’ 
and then defines full cash value as Mr. Kelleher just pointed out. 

Mr. Harpy. It uses the term “full cash value,” but didn’t you say 
something about some California statute that defines full cash value as 
being 50 percent. 

Mr. Eppy. No; I said before the Stewart Riley bill in 1936, that it 
used to define full cash value as 100 percent, and then in 1935 or 1936 
the Stewart Riley bill took that wording out and substituted the 
definition of full cash value as being what a willing buyer would take 
from a willing seller. 
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Mr. Harpy. Yes, sir. 

Mr. Kitpay. You mentioned 50 percent in some connection in 
answer to a question I propounded. 

Mr. Eppy. Well, the 50 percent at that time—the State board of 
equalization and the attorney general, whose rulings are not the 
weight or force of law, prescribed that the valuation would be approx- 
imately 50 percent, and then as I say since then with the inflation 
we find that you just don’t keep up with that. 

Mr. Kitpay. What year did the attorney general do that? 

Mr. Eppy. I think that was in ’37. 

Mr. Cunntncuam, Any further questions of Mr. Eddy? 

If not, thank you very, very much. You have been very helpful. 
We appreciate vour coming. 

Mr. Eppy. Thank vou. 

Mr. CuNNINGHAM. Now it is 5 minutes of 12. 

Mr. Kelleher, what about tomorrow? Does the full committee 
meet? 

Mr. Kevuener. I'll check, sir. 

Mr. CunninGuam. If so, we couldn’t hold another meeting until 
Wednesday? 

Mr. Ke_ieser. That is right. 

Mr. CunninGuam. Is this room available Wednesday? 

Mr. Ketiener. believe it is. 

Mr. CunninGuam. I would like to inquire if there are any witnesses 
in the room who have come a long distance? I don’t want to be hard 
on vou and keep you over. 

Mr. Barker. Mr. Chairman, I represent Mr. C. W. Carlstrom, the 
owner. Iam Mr. Robert W. Barker. 

Mr. Carlstrom—— 

Mr. CunNINGHAM. We won’t have time to hear you. In 5 minutes 
the House convenes. We can’t sit after 12 o’clock. 

Mr. Barker. I just want to say, Mr. Carlstrom and his San Diego 
attorney are here. They are very anxious to get back. They came 
off the Senate hearing last Friday, on very short notice 

Mr. CunninGuam. That is why I was asking the question. 

Would it be convenient for you to be here on Wednesday morning? 

Mr. Barker. Mr. Chairman; he is very anxious to get back. As 
I said, both Mr. Carlstrom and his attorney had to catch a plane as 
quick as they received notice of this hearing, and come on with no 
preparation, and if it could be convenient to hear them sooner, it 
will be very desirable because they are anxious to get back. 

Mr. Cunnincuam. How about tomorrow morning at 10 o’clock? 

Mr. Barker. Tomorrow morning at 10 o’clock. If that meets the 
convenience of the committee, that will be fine. 

Mr. Cunntncuam. The committee stands adjourned until 10 
o’clock tomorrow morning. 

(Whereupon, at 11:55 a. m., the subcommittee adjourned until 
10 a. m., of the following day, Tuesday, March 31, 1953.) 
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House or REPRESENTATIVES, 
SpeciAL SuBCcOMMITTEE ON AcQuIsiITIONS AND DisPposaLs 
OF THE COMMITTEE ON ARMED SERVICES, 
Washington, D. C., Tuesday, March 81, 1953. 

The subcommittee met at 11 a. m., pursuant to recess, the Honorable 
Paul Cunningham (chairman of the subcommittee) presiding. 

Mr. Cunnincuam. The Subcommittee on Acquisitions and Dis- 
posals will be in order. 

We desire an executive session for a few minutes. So will all 
those other than the committee leave? 

The witnesses who are to be called later will remain in the hall. 

(Whereupon, the committee proceeded to executive session, at the 
conclusion of which the following testimony was heard in open 
session.) 

Mr. Cunninauam. Mr. C. W. Carlstrom. 

Mr. Barker. Mr. Chairman, I am Mr. Barker. I am attorney 
for Mr. Carlstrom. I would like to make a statement on his behalf, 
if I may, and Mr. Carlstrom is here with me, and my partner, Vir. 
Cragun. 

For the convenience of the committee— 

Mr. Cunnincuam. Mr. Reporter, let the record show that we are 
resuming the hearing. 

You may proceed as attorney for Mr. Carlstrom to make a state- 
ment, but it is customary that we want to examine the man himself, 
rather than counsel. 

Mr. Barker. I appreciate that, Mir. Chairman. 

This statement this morning will get into the position of V[r. 
Carlstrom. He is, of course, here. Any questions the committee has 
we will be glad to try to answer. 

Mr. Cunninouam. Let the record show that Mr. Carlstrom is here 
with counsel upon his own request, and upon the invitation of the 
committee. 

Mr. Bares. Mr. Chairman, May I ask which one is Mr. Carlstrom. 

Mr. Carustrom. Here, sir. 

Mr. Cunnineuam. And would you give your name to the reporter? 
I understand the reporter has it. 

Proceed. 

Mr. Barker. Mr. Chairman, we appreciate the opportunity of 
coming here today and making our position clear to the committee. 

I appear here on behalf of Mr. C. W. Carlstrom, of San Diego, 
Calif., in connection with the proposed acquisition by the Government 
of Convair Plant No. 2 in San Diego, Calif. 

In connection with the proposed acquisition, Mr. Carlstrom—— 

Mr. Cunnrncuam. Pardon the interruption. 

I see you have quite a lengthy statement here, of ten and a half 
pages, with some exhibits, and our time is limited this morning. 
Could you not summarize that, and we will permit you to file your 
statement in writing and make it a part of the record. 

Mr. Barker. Mr. Chairman, I will be glad to do so. I will go 
through this as rapidly as I can. 

Mr. CunnincHam. Without reading it all. 

Mr. Barker. Upon the understanding that the committee will have 
my full statement at its disposal. 
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Mr. Carlstrom appears here today in his own behalf, and I represent 
him, and he is authorized to speak on behalf of the Salvation Army 
and the Southern California Council of the Assemblies of God, Ine. 

Convair Plant No. 2, proposed to be acquired by the Government 
for the building of the F—102 is owned by five persons or organizations: 
Mr. Carlstrom, the Southern California District Council of the Assem- 
blies of God, the Salvation Army, the Gregory Electric Co. and the 
San Diego Baseball Club. The first three of these, for whom I speak, 
own approximately 90 percent of the industrial portion of the Convair 
plant. 

And I point that out, Mr. Chairman, because the other day you 
mentioned in the record that Mr. Carlstrom owns all of the property. 
He owns a substantial part. 

I have here for the convenience of the committee a map of the area 
involved, which I will give to the counsel for convenience of the com- 
mittee in further discussion end in the interest of time, and I will not 
refer to it. 

We were advised a few days ago that this project had been returned 
to the Air Force for a new appraisal, desired by the officials of the 
Department of Defense. It was only last Wednesday that we learned 
that the proposed acquisition had been returned to the Congress, and 
that this hearing would be held. 

We have not had sufficient time to fully acquire and get together the 
information which we thought should be brought to the attention of 
the committee to aid in its full decision on the project. 

We feel the committee should have full advantage of all the facts, 
and also should have opportunity for a full and mature consideration 
of the proposed acquisition. Particularly —— 

Mr. CunninGuam. That is what the committee is trying to get, 
Mr. Counsel. You proceed, and try to summarize this more rapidly. 

Mr. Barker. Yes, Mr. Chairman. 

But particularly, do we believe, that this appraisal requested by the 
Department of Defense is necessary. 

Now, I have outlined in my statement the fact that the Department 
of Defense has indicated that it wants an appraisal and that the chair- 
man of the Senate committee has recognized the necessity of it. 

I would like to say at the outset that Mr. Carlstrom is not indiffer- 
ent to whether this plant comes to San Diego. After he purchased 
this property through his industry and promotion and development, 
he has acquired 118 different tenants which he put out to let Convair 
come in and which we know at the end of this term he will be faced with 
again acquiring tenants. 

We wish to ccntinue to cooperate with the Government. 

Now, at the outset I would like to also state that there has been 
discussion and it is clear that Mr. Carlstrom acquired this property 
at a time when markets were depressed, when it was a white elephant 
on the market and it was termed by many as obsolete merchandise. 
He did so under conditions where people in the community said he 
was foolish to do so. Conditions have changed. 

This is a fact, but it is history which is irrelevant, we believe, 
because if property is to be acquired it is acquired on the fair basis, 
the basis of a fair existing market value. 

Now, my client would prefer to lease this property and retain the 
fee. Because they are desirous to do so, we are willing to lease to the 
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Government on a price which would be less than the fair rental market 
value. The reason 

Mr. Cunninaoam. What would that price be? 

Mr. Barker. | am not prepared to state at this time, Mr. Chairman, 
for the reason 

Mr. CUNNINGHAM. Just a moment. You know what your client 
is willing to lease it for. 

Mr. Barker. Mr. Chairman, as my statement will indicate as we 
develop, we are not prepared, and the essence of the position is that 
nobody can tell what a fair rental value of this property would be until 
a firm appraisal of the fee is made, because fair rental market value—— 

Mr. Cunnineuam. Allright. You are not willing to state what it is. 
We will pass that. Proceed with the rest of it. 

Mr. Barker. | merely wish to make clear, Mr. Chairman, that our 
position is that a fair rental value of the property must of necessity 
have some relation to the fair market value of the fee, and until an 
appraisal is completed by the Air Force and the parties so they are ina 
position to sit down and weigh what is a fair rental vaue 

Mr. Cunnineuam. Mr. Counsel 

Mr. Barker. We could not 

Mr. Cunnrneuam. May | interrupt? 

Mr. Barker. Yes. 

Mr. Cunninauam. On December 9, 1952, Mr. Carlstrom, your 
client, in a letter to the Air Force, stated that he would be ready then 
in 10 days to give a definite figure on the lease value. 

Did you prepare that letter? 

Mr. Barker. Mr. Chairman, I had nothing to do with that letter. 

Mr. Cunninauam. You have answered the question. 

Now, can you or can you not, without any discussion, give us what 
vou would consider a fair rental value today? 

Say ves or no. 

Mr. Barksr. No; Mr. Chairman. 

Mr. Cunnincuam. Okay. 

Proceed to the next matter. 

Mr. Barker. As we have said, we are prepared to rent this property 
for what we consider to be less than a fair market value, for the reason 
that we feel that in the hands of our client the reversionary interest 
at the end of the period will be more valuable to our client than it 
would be to the Government. 

We are all aware of the period at the end of the last war when the 
disposition of the property took 3 years or more. It was there on the 
market. It was not being used, and it was being maintained at the 
expense of the Government. 

Mr. Cunninauam. Mr. Counsel, I don’t wish to interrupt you and 
I don’t wish to be unfair with you, but the committee is already 
familiar with those things. What we are interested in is whether or 
not the Government should now recapture this property and what 
it should pay for it. 

Mr. Barker. Yes, Mr. Chairman. 

Mr. Cunnrnauam. We have some definite questions we would like 
to ask you and your client, and I would like to have you confine 
yourself to the reasons why the Government should pay a certain 
amount to your client. 

I would rather you wouldn’t make a speech about conditions in 
California, if vou please. 
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Mr. Barker. Mr. Chairman, in essence our position is this: 

The Government has come in here and compared $5 million for the 
acquisition of the fee with a proposed acquisition of the leasehold for 
$8.8 million. Now, it is common sense that you can lease for 5% 
years cheaper than you can by the fee. We say that that representa- 
tion by the Air Force is so fully inaccurate that the committee should 
delay until they get a firm appraisal so they can understand the true 


facts involved. — is, in essence, our position. And we take the 
position that the Government has come in here’ comparing a low 
appraisal, their lowest appraisal, with a complete outside and different, 
unrelated source, the quoted rental value. Th vy are comparing an 


automobile with a bieyele, and we say that until they have come in 
here with a relationship of rental value, about 180 percent of the fee 
value—we contend that the actus al figures when they are brought in 
will be nearer to 50 or 60 or some figure like that. 

We contend the Air Force figures are about 350 percent in error, 
that the rental value would be obviously less than the fair merket 
value, because we take 

Mr. Cunnincuam. You feel, then, Mr. Barker, that the matter 
should be left to the courts to fix the value? 

Mr. Barker. No, Mr. Chairman. Our position is this. and T was 
just going on to say that we are willing to sit down and attempt to 
negotiate a fair lease. 

Mr. Cunnincuam. How long would that take 

Mr. Barker. | think it takes the sennheee of this projected 
appraisal the Department is going forward with. Because until they 
get that appraisal, they will no’ know a fair market value of the 
property. As soon as that appraisal is completed, we believe that 
the parties can get together and go right to work and come to the 
issues. 

At the present time they have not been able to do so because of 
the ridiculously low appraisal that they have. 

(The prepared statement of Mr. Barker is as follows: ) 


I appear here on behalf of Mr. C. W. Carlstrom, of San Diego, Calif., in con- 
nection with the proposed acquisition by the Government of Convair plant 
No. 2 in San Diego, Calif. In connection with the proposed acquisition, Mr. 
Carlstrom, who is here today, is authorized to speak for himself, the Salvation 
Army, and the Southern California Council of the Assemblies of God, Ine. | 
have with me my partner, Mr. John W. Cragun. 

The Convair plant No. 2, proposed to be acquired by the Government for the 
building of the F—102, is owned by five persons or organizations, C. W. Carlstrom, 
the Southern California District Council of the Assemblies of God, the Salvation 
Army, Gregory Electric Co. and the San Diego Baseball Club. The first three 
of these, for whom I speak today, own approximately 90 percent of the industrial 
portion of Convair plant No. 2. 

We were advised a few days ago that this project had been returned to the 
Air Force for a new appraisal desired by the officials of the Department of De- 
fense. Only last Wednesday evening did we learn that the proposed acquisition 
had been returned to the Congress and that this hearing would be held. 

We have not had sufficient time to fully present the important facts which with 
sufficient time and notice we feel we could bring to the attention of the committee 
to aid it in its decision on this project. We feel that the committee should have 
the advantage of the full facts and should have opportunity for full and mature 
consideration of the proposed acquisition. Particularly do we believe the con- 
clusion of the appraisal requested by the Department of Defense is necessary to 
mature consideration of the project. 

The Department of Defense has itself concluded a new appraisal is necessary. 
When the new Secretary and his advisers reviewed the project, they conditioned 
their approval on a new appraisal and General Katon so wrote the committee. 
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A copy of his letter is attached as exhibit A. The Chairman of the Senate 
Armed Services Committee also recognized the importance of the new appraisal 
when on March 17, 1953, he wrote General Eaton: 

“Since your letter recites that an additional appraisal will be undertaken to 
determine what method of acquisition would be in the best interests of the Gov- 
ernment, the committee will not consider this project as has been resubmitted until 
such time as the appraisal has been concluded and the committee has been advised 
whether the fee title or only a leasehold interest is proposed to be acquired. 

“Tt is hoped that the appraisal to be undertaken will be a completely objective 
one and that the statement in your letter to the effect that it is for the ‘purpose of 
reconfirming that the best interests of the Government will be served by acquiring 
the fee value of the property’ does not indicate a predetermination of the merits 
of such an appraisal. It is also desired that new summaries of the justification 
of this project be forwarded with the resubmission.” 

A copy of the Chairman’s letter appears as exhibit B. 

However, since this hearing has been called today and we have not had time 
to conclude our own appraisal and to compile our data, we appear here to state 
briefly the substance of our position and to be of such aid as we may in the cir- 
cumstances to the understanding by the committee of the basic features involved 
in this question as we see them. 

Let me say that the people I represent are not indifferent to the question 
whether the F-102 should be built in San Diego. Notwithstanding it meant 
disruption of the use of these buildings which the industry, promotion, and 
development of the owners have brought about in part, and in the course of which 
118 tenants were found for the properties, the owners have cooperated fully in 
placing Consolidated Vultee in possession of the plants, and in aiding the war 
effort by making available these extremely useful and desirable facilities. 

This was done at the expense of dispossessing most of the 118 tenants and the 
resultant task at the end of the Convair use to find new tenants. We wish to 
continue that cooperation; we very much want to lease the properties—either to 
the manufacturer or to the Government—for this important public purpose, and 
on terms that are at least fair to the Government, and even more fair. 

At the outset I would like to make clear one fact which is really irrelevant but 
which may have prejudiced the Air Force in its dealings with the owners of this 
property thus fer. That is the fact that the property under discussion was 
purchased by Mr. Carlstrom from the Government after World War II at what 
in relation to current values now seems to be a low figure. However, at the time 
he purchased it, it was considered a ‘‘white elephant’’ and was termed by many as 
obsolete war merchandise on a distress sale. 

Since that time even apart from the Korean war the economic and market 
conditions have materially changed, making the property extremely valuable in 
his hands and in the hands of others who have paid substantial prices to purchase 
it from him. This history is irrelevant because it does not bear any relation to 
the question of what is just compensation under the fifth amendment, for under 
that amendment the only question is fair market value of the property, and the 
Government would be required to pay the fair market value of the property at 
the time it takes possession no matter how cheaply it was once bought or bow 
industry and development of the owners or improved market conditions have 
enhanced its value. 

Going now to the merits of the proposed acquisition, I would like to stete the 
position of my clients. 

I. We will lease the property for a figure substantially less than the market 
rental value of the property. My clients would prefer to lease their property to 
the Government and retain the fee title to it. Because they want to do this, they 
are willing to lease on the basis of a figure substantially less than the fair market- 
rental value of the property. 

The reason they are willing to lease at less than a fair rental value is that they 
believe that at the end of the Government’s use of the property it will be worth 
more in our hands than in the hands of the Government. 

One principal reason that the property would be more valuable in the hands of 
our people at the end of the Government’s use than in the hands of the Govern- 
ment is that if our people owned it they could anticipate the termination of the 
Government’s use and go into the market and find tenants to take possession on or 
near the date of the termination of the Government’s use. 

We all know that the experiences at the end of World War IT demonstrate be- 
yond question that when the Government’s use is completed it takes considerable 
time to wind up the project, turn it over to the proper Government agency for 
disposition processes. 
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At the end of World War II, properties were tied up in this process for from 3 to 
5 years, and this particular plant was so out of use for more than 3 years while dis- 
position and solicitation of tenants was accomplished. It is a matter that re- 
quires no argument to say that the public interest and good is promoted by prompt 
and economic use of such facilities at the termination of the emergency program, 
Prompt disposition would save the Government many expenses ineluding large 
maintenance and protective costs. 

II. Air Force figures on acquisition costs of the fee interest and the acquisition 
costs of leasehold are grossly inaccurate. 

The Air Force has taken the position that the fee value of the property is 
approximately $5 million or less, and that the owner’s required rental charges 
projected over the anticipated 54-year period would be slightly less than $8.8 
million, This is an unrealistic, an inaccurate, and a deceiving comparison. 

To be accurate, comparisons must be drawn between estimates from the same 


source and made on the same basis. ‘The Air Force has not done that but has 
compared its appraiser’s estimate of fee value with rental figures from an entirely 
4 different source. 


As a result of the erroneous approach, it arrives at a rental cost for 5.5 years of 
about 180 percent of the value of the fee. , 

Obviously the rental value for 5.5 vears would be far less than the cost of: the 
fee and we believe that when accurate estimates of the value of the fee are com- 
pared to the fair rental value, the fair rental value may approximate 50 or 60 
percent of the fee, and not 180 percent. The Air Force’s estimate is thus in the 
neighborhood of 350 percent in error on the comparison. 

fince rental value must bear a reasonable relation to fee value, the completion 
of the new appraisal required by the Department of Defense will preclude any 
misleading comparisons as that upon which the Air Force seeks this committee’s 
approval. 

III. We are willing to negotiate a lease with the Government for a term se- 
lected by the Government, based on a figure less than the fair market value of 
the leasehold. 

As I have stated, the Government maintains the dubious position that the fee 
* is worth less than $5 million but doubtless it would agree that a figure of about 
50 percent of this amount would be a very fair rental price over a 5.5-year term. 

Whatever the actual values may be, we are willing to negotiate a lease with 
the Government for a term selected by the Government based on a figure less 
actually than the fair market value of the leasehold. 

We make this statement in a sincere effort to get together with the Government 
on a fair rental basis. We can visualize many reasons why possession under a 
lease would be advantageous to the Government, as for example, opportunity 
to rapidly terminate costs should be F-102 project terminate or be completed at 
an earlier date than now anticipated. 

IV. There is no public purpose in condemning the fee which would not be 
equally served by condemning a leasehold interest. 

If the Government cannot negotiate what it considers a fair lease, it could 
write its own lease, and then condemn the interest of lessee which it wishes to 
acquire—and can do that just as expeditiously, and just as effectively as it could 
condemn the fee title. ‘Thereby it would obtain the same control over the manu- 
facturers of the F—102 which it has mentioned as a reason for the condemnation 
of the fee. 

Also, it would obtain the same leverage over negotiation with the owners 
which could resuit from authorization for condemnation of the fee. 

But the approval sought by the Air Force seeks permission to condemn more 
than this, and thereby to condemn more than is required. 

It seeks to invest at this time moneys which the Government must borrow 
while still operating at a deficit—and upon which it must pay interest until that 
part of the public debt is permanantly retired—instead of paying half that much 
over years of time during which, we all hope, the budget will be brought in balance. 

If the fee is condemned now, either the city and county lose all taxes or, if the 
Government makes any contribution to the city and county, such contribution 
toward real-estate tax losses on the property further adds to the cost of the prop- 
erty so that the present acquisition cost is not the total cost. But if it condemns 
a leasehold, the burden of such taxes is borne by the owners of the fee. 

V. For either side to arrive at a fair rental value of the property, an accurate 
appraisal of the fee value is necessary. 

We have urged that the acquisition proposal No. 121, seeking to acquire the 
fee, not now be epproved by the committee for the reason that we feel that the 
interests of the Government and the property owners require an accurate ap- 


438 


praisal upon which mature and considered judgment can be based, both in 
negotiation between the owners and the Air Foree and in the determination by 
this committee of whether the interests of the Government would be best served 
by a lease or by taking the fee. 

We are willing to lease for less than a fair market value of rental. As we 
have said, we are most anxious to receive the new Government appraisal so that 
the parties can on a sound basis negotiate a fair rental value. 

We believe the figure on reappraisal or upon condemnation of the fee will be 
substantially higher than that used by the Air Force. As a matter of fact, from 
evidence submitted to the Armed Services Committees of the Congress and from 
information in our possession, we believe that a competent appraisal will show 
the tee to be worth very much greater than the Air Force reports. 

However, without arguing the question of fair market value of the fee to the 
committee, or the proportion of the fair market of the fee which would make a 
fair rental, in any event if it becomes necessary the courts could determine this 
fact. 

Therefore, we ask the committee to authorize the acquisition of the leasehold 
interest rather than the fee, as whatever the value of the fee, the rental value of 
the leasehold will be on the basis of a fair proportion of the fee value. 

VI. We have approached the Air Force in good faith to lease on a fair basis. 

Repeatedly we have approached the Air Foree and Convair in good faith to 
negotiate a lease. The proposals which Mr. C. W. Carlstrom has made to the 
Air Force seem eminently fair, when it is considered that the Air Force has never 
indicated to Mr. Carlstrom what it would be willing to pay for a leasehold interest. 

VIL. Identity of Assembly of God: As has been indicated, the Salvation Army 
and the Southern California Couneil of the Assemblies of God, Inc., own certain 
of the property involved in the project under consideration. Beeause Mr. C. W. 
Carlstrom first acquired the property and later transferred parts of it to the 
Salvation Army and the Assemblies of God, in fact on very favorable and charitable 


terms to the Assemblies of God and as a gift to the Salvation Army, the com-~ 


mittee may be interested in some information as to the Assemblies of God, which 
is perhaps less popularly known to the general publie than the Salvation Army. 

The Southern California District Council of the Assemblies of God, Ine, was 
incorporated in California as long ago as 1930, has a membership of approximately 
280 member churches located in the Southern California area, each having its 
own minister, and with a combined attendance of approximately 25,000 persons. 
A more full explanation of the nature of this religious and charitable organization 
is made in the letter from the secretary-treasurer of the council to me and attached 
hereto as exhibit C. 

A discussion of the national organization of the Assemblies of God, which 
has a membership of 318,478 persons, may be found at page 15 of the Yearbook 
of American Churches, 1952 edition. 

VIII. The interest of the Government will not be jeopardized or prejudiced 
by allowing time for mature consideration and development of the necessary 
information upon which a considered judgment may be made. 

1. Convair is now in possession of most of plant No. 2—about 90 percent. 

2. The balance of the plant can be made available under a lease arrangement 
in advance of Convair space requirements. My clients will commit themselves 
to signing necessary assurances of this fact as to their properties. 

3. Speaking for my clients I can state that they are ready to consent to a 
leasehold commitment on the basis of a fair market value and that they are 
willing to permit the present occupancy to continue after existing leases expire on 
a month to month basis, until the deal is consummated. 

4. A thorough study and apprasisal of the property would not delay the F—102 
production as preparation for it has long since commenced and is now in progress. 
We are reliably informed that about 75 percent of the installations are now in and 
the balance is rapidly going in. 

5. Such installations for the most part have been accomplished sinee Convair, 
at the advice of the Air Force, exerted options to terminate the leases. In any 
event, it appears that the Air Force considered it safe to go ahead with the 
installations and are continuing to do so. Such installations and any extension 
of time will not prejudice the Government’s position, because if negotiations 
between the parties break down the Government can always acquire by con- 
demnation and in a condemnation proceeding the award must, as a matter of 
law, be the fair market value of the property acquired, without considering the 
special use for which the property is acquired or the installations made. 
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Any competent appraiser who makes an estimate of market value would not 
consider the extent of the installations and Mr. Carlstrom and the government 
have been and will be aware of that fact in their negotiations. 

6. No blanket approval of the project is necessary to enable the project to move 
forward, and there is no reason to act on the proposed acquisition, as submitted, 
prior to the completion of the reappraisal ordered by the Department of Defense. 

IX. The Air Force statements of the urgency of approval and willingness to 
await reappraisal figures are inconsistent. 

Under Secretary Douglas, by his letter of March 21, 1953, set forth as exhibit 
D hereof, stated among other things, in effect that if the reapparisal resulted in 
any appreciable variation from the original cost estimate, the entire matter would 
not be resubmitted to this committee. 

We believe it is almost cert: in that the reappraisal will be substantially higher. 

But in any case, there could be no real progress made on this project pending 
the obtaining of such reappraisal. For, taking the Under Secretary's letter at 
face value, it is clear that the Air Force could not go ahead and acquire the 
property because they would not know whether or not they would be required to 
return to this committee for further approval. 

X. Conclusion: Our position is: 

(1) The committee should not now approve the proposed acquisition, but 
should await a full investigation and the new appraisal report. 

(2) The interests of the Government and the property owners require an ac- 
curate appraisal upon which mature judgment can be based, both in negotiation 
between the owners and the Air Force and in the determination by this committee 
whether the interests of the Government would be best served by a lease or a fee, 

Mr. CunnincHam. Mr. Barker, since you have been permitted to 
file your written statement, and since the committee is determining 
the very questions that you are concerned about as to what to do and 
what to recommend, perhaps we would make better time if we asked 
the questions from here on in. 

Mr. Barker. Mr. Chairman—— 

Mr. Cunnincuam. Of both you and your client. 

Mr. Barker. Be glad to do so. 

Mr. CunnincGHamM. Is there anything you wish to add to your 
written statement verbally, now, without repetition, or is it all con- 
tained in the 10 pages? 

Mr. Barker. At this moment, Mr. Chairman, I think our position 
is contained in the 10'4 pages, with the additional fact that I would 
like to note that we have pointed out that in any event, if this thing is 
gone on to negotiation and the position of the Government is not 
lessened, that they still have the right to condemn either a leasehold 
or the fee. 

Mr. CunninGHam. We understand that. 

Mr. Barker. And I would like to point that out, and the fact that 
the Air Force is going ahead with their installations. That would 
not delay or prejudice the Government’s interest. 

Other than that, our position is in our statement. 

Mr. CunninGuamM. This question I would like to direct, Mr. Barker, 
to your client himself. 

Mr. Barker. Yes, sir. 

Mr. CunnineGuam. In the sale of these parcels of property, after 
you purchased it—let us take the sale to a church, for $1,250,000; did 
you receive any actual cash for that transfer? 

Mr. Carustrom. No, Mr. Chairman. 

Mr. CunninGuam. You received a trust deed in return? 

Mr. Carustrom. Yes, Mr. Chairman. 

Mr. Cunnincuam. Has anything been paid you on the trust deed? 

Mr. Carustrom. Yes, sir. 
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Mr. Cunntncuam. How much? 
Mr. Cartsrrom. I don’t have the figures, but-—— 

Mr. CunninGHAM. Approximately how much? 

Mr. Cartsrrom. Approximately 40 percent. 

Mr. CunninaHam. Approximately $500,000? 

Mr. Carusrrom. Yes, sir; that is a rough figure. 

Mr. Cunnincuam. How is the trust deed payable? How much 
per year? 

Mr. Carutstrrom. I believe they are monthly payments, Mr. 
Chairman. 

Mr. Cunnincuam. Wait a minute. You'believe? You are not 
sure, on a transaction of $1,250,000? 

Mr. Cartstrom. Yes; they are monthly payments. 

Mr. CunntnGHAM. How is that? 

Mr. Carustrom. They are monthly payments. 

Mr. CunntncHam. How much per month? 

Mr. Carustrom. Well, there were three buildings, Mr. Chairman. 
Which one do you have reference to? 

Mr. CunnincHaM. The one that you sold for $1,250,000. I can 
give you the date. 

Mr. Keuiener. April 6, 1951. 

Mr. CunninGuam. April 6, 1951. 

Mr. Carusrrom. I don’t have those figures here, Mr. Chairman. 
They go on a staggered basis. 

Mr. CunninGHAM. You mean there is more payable each successive 
month? 

Mr. Carustrrom. Well, I think the same payments one particular 
year. I think the payments are less in subsequent years. 

Mr. Cunntncuam. You have a copy of that trust deed with you? 

Mr. Cartstrom. No, sir; I do not. 

Mr. CunnrinGHAM. It is recorded? 

Mr. Carustrom. Yes, sir, it is recorded. 

Mr. Cunnineuam. Now, the other piece that you sold for $900,000; 
did you receive any actual cash at the time of the transfer on it? 

Mr. Carustrom, No, sir. 

Mr. CunninGHam. Was it a trust deed payment? 

Mr. Carustrom. Yes, Mr. Chairman. 

Mr. CunnincHam. And how about the other pieces that you sold 
to various individuals, were they all handled in the same manner? 

Mr. Carustrom. Well, one parcel was given as an outright gift to 
the Salvation Army, so there was no trust deed taken back on that. 

Mr. Cunntncuam. How did you show these transactions on your 
income-tax statement? 

Mr. Carustrom. The last transaction, the building that we made 
as a gift to the Salvation Army; there were no taxwise benefits. I had 
already given—— 

Mr. Cunnrncuam. You reported that as a contribution. 

Mr. Carustrom. I did not report that at all taxwise, because I had 
already for the year 1952 given in excess of 20 percent of the allowable 
deductions for charity. 

Mr. Cunntncuam. All right. How did you report the sale of the 
one for $1,250,000? 

Mr. Carutsrrom. There were no taxwise benefits, Mr. Chairman. 

Mr. CunninGuam. You didn’t report the fact that you received 
back a mortgage or a trust deed for $1,250,000? 
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Mr. Carustrom. Those are matters of records, from our books, 
and for the internal revenue. But I do not believe my accountant 
took any—there was no taxwise benefits. 

Mr. Cunnincuam. And were the others reported the same way? 

Mr. Carustrom. Yes. 

Mr. CunNINGHAM. What is vour business, Mr. Carlstrom? 

Mr. Carustrom. Well, you might say the investment business, 
developing—— 

Mr. CunninGHaAm. Real estate? 

Mr. Cartstrom. Yes, sir. I was in the warehousing business. 

Mr. CunninGHAM. You are in the habit of making many trans- 
actions in a year? 

Mr. Cartstrom. I make several transactions in a year, yes, sir. 

Mr. Cunnrncuam. And how many years have you been engaged 
in buying and selling property? 

Mr. Carustrom. Since about 1938, approximately. 

Mr. Cunnrneuam. Now, how often during that time, since 1938, 
have you sold property without receiving any cash in return, but 
instead have taken a mortgage or a trust deed for the full sale price? 

Mr. Carustrom. To my recollection, the three sales made to the 
Assemblies of God were the only ones where they were sold with no 
down payment. 

Mr. CunnNINGHAM. That is the one for $1,250,000? 

Mr. Cartstrom. Yes, sir, $1,250,000. 

Mr. CunninNGHAM. You stated the one for $900,000 was handled 
in the same way? 

Mr. Carustrom. Yes, sir. 

Mr. CunninGHAM. So there were three sales where you received 
nothing in return? 

Mr. Cartstrom. That is correct, sir. 

Mr. CunninGHAM. Now all the other transactions that you have 
handled since 1938: There are only the three in this particular matter 
that you did not receive some cash at the time of the transfer? 

Mr. Carustrom. That is correct, sir. 

Mr. CunninGHam. Isn’t that a little unusual, Mr. Carlstrom, 
that in this case you would take all of your consideration or your 
purchase price back in the trust deed or mortgage for the full value? 

Mr. Carustrom. Mr. Chairman, in my opinion—— 

Mr. CunnincHAm. How is that? 

Mr. Cartstrrom. I believe not, in my opinion. 

Mr. CunnincuHam. But it is not consistent with the way you had 
been doing business from 1938 on? 

Mr. Carusrrom. That is correct. 

Mr. Cunnincuam. You were before the equalization board of the 
department of assessor, as I understand it, for the city of San Diego, 
endeavoring to get the assessed valuation of your property, this 
property, reduced for tax purposes. 

Did you use in that equalization hearing as testimony in support 
of your position the sale price of this property to the Church of God for 
$1,250,000? 

Mr. Carustrom. In my recollection, the assessor of the county of 
San Diego used that. 

Mr. CunnincHam. It was used, then, in the hearing? 

Mr. Caristrom. Yes, sir, it was discussed. 
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Mr. Cunnineauam. And did you rely upon that? 

Mr. Carutstrom. No, I believe not. Our contention, or quarrel 
with the county assessor before the board of equalization was that 
there was an inequality in assessment. In other words, ours was 
‘assessed a higher proportion than were other properties. 

Mr. CunnINGHAM. Well, as a matter of fact, at that hearing you 
contended that this property was worth less than the amount you sold 
it for? 

Mr. Carustrom. I don’t recall that we so testified. We did—— 

Mr. Cunnincuam. Well, let me put it this way: You were contesting 
the assessed value as fixed by the assessor, were you not? 

Mr. Carustrom. We claimed that it was too high. 

Mr. Cunnineuam. And it was less than the amount you sold it for? 

Mr. Carustrom. Well, the assessor—I don’t recall what he assessed 
it. It was around $2% million. But we—— 

Mr. CuNNINGHAM. Just a moment. Two and three quarter 
million dollars for the entire plant that you purchased from War 
Assets in 1947? 

Mr. Carustrom. Yes, sir. 

Mr. CunnincHam. Then—— 

Mr. Caruistrom. With one exception 

Mr. Cunnineuam. But you had already sold only some of that 
plant for more than the assessed valuation of the total, and in that 
equalization hearing you claimed that that assessed valuation was 
still too high. 

Mr. Carusrrom. Well, Mr. Chairman, if I might be permitted 
to—— 

Mr. Cunnincuam. I want to know if that is correct. We are 
trving to speak—— 

Mr. Carustrrom. | can’t answer that yes or no. If you will permit 
me—— 

Mr. Cunnineuam. Well, is it not true that vou claimed that the 
assessed valuation was too high? 

Mr. Carustrom. That the method of assessing it was incorrect, 
unequal and discriminatory. 

Mr. CunnincHamM. Which means that it was too high for you? 

Mr. Carustrom. In effect it was too high. 

Mr. Cunninauam. All right. 

Mr. Carustrrom. In commercial—— 

Mr. Cunnineuam. All right. That assessed valuation, however, 
was actually lower for the entire plant than you, according to the 
paper transaction you had used in selling it, had fixed the sale price for 
certain portions of it. 

Mr. Cartsrrom. That is correct, sir. 

Mr. Cunnineuam. That is all 1 wanted on that. 

Mr. Barns. Mr. Chairman, I suggest we let him explain his position 
here. I don’t quite follow what he has in mind. 

Mr. CunninGuHam. Just a moment. I will let you inquire. 

Mr. Bates, you may take the witness. 

Mr. Bares. Well, the gentleman wants to make a statement, Mr. 
Chairman. Shall we let him make the statement and see specifically 
what he has in mind? 

Mr. CunninGHam. If we allow him to make statements, I think it 
is going to take all day. We want to get into facts here. 
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Mr. Bates. On that particular point, he doesn’t seem to follow your 
question, as I see it. 

Mr. CunnincGuam. All right, go ahead, Mr. Carlstrom, and make 
your statement. 

Mr. Caristrom. You were comparing one with the other. The 
assessment in the county of San Diego showed about—the assessment 
in relation to the fair market value was about 21 percent. So our 
quarrel there was that in other properties, many, many hundreds of 
other properties, the assessment was approximately 21 percent of the 
fair market value, as evidenced by many hundreds of sales, where 
they had taken the assessor—we claim the assessor had taken a higher 
valuation. You multiply that 5 times the assessed value, of roughly 
2%; millions, and we did maintain that that was too high. However, 
that was 3 vears ago. I might make the observation that the eco- 
nomic change has gone Ness in San Diego. 

And I might add that Mr. Carlstrom did not prevail in that hearing. 
The assessor did. He was entitled to his opinion and I felt we were 
entitled to ours. And the 5 board members that heard it upheld the 
assessor. We appealed it. 

Mr. CunnineHam. What do vou consider a fair market valuation 
of these properties, including the ones vou have already sold all 
together today? 

Mr. Carusrrom. Well, 1 can give you my opinion for whatever it 
is worth, Mr. Chairman. 

Mr. CunntncHaAm. That is all I am asking. 

Mr. Carustrom. I am not 

Mr. CunninGHam. That is what I am asking. 

Mr. Carustrrom. | am not an appraiser and I might be slightly 
prejudiced. But excluding the ball park, which I don’t venture a 
guess—I didn’t know until about 10 days ago that that was to be 
included in this acquisition. 

Mr. CunniInGHAM. You do not represent the owner of the ball park? 

Mr. Carustrom. No, sir, | do not. 

Mr. CunninGuHam. All right. 

Mr. Carustrrom. But excluding—there is roughly a million feet or 
more on the west side of plant 2, which was formerly used for parking 
in World War II. Excluding that and excluding the Gregory Electric, 
for which I do not care to hazard a guess, but the properties owned 
by myself, the Salvation Army and the Assemblies of God, I would 
say, in my opinion, the fair market value is approximately $15 million. 

‘Mr. Cunnineuam. And that is what you paid $1,050,000 for, plus 
the ball park and the other pieces? 

Mr. Cartstrom. No, | did not purchase the ball park. I paid 
$1,050,000 for the properties that 1 have just enumerated, plus the 
Gregory Electric. 

Mr. Cunnincuam. You never owned the ball park? 

Mr. Carustrom. No, sir. That was sold, | would say, a year prior 
to our acquisition of plant 2. 

Mr. Cunnincuam. Sold by War Assets? 

Mr. Carustrom. Yes, sir. 

Mr. CunnrinGHAM. Any more questions, Mr. Bates? 

Mr. Bates. No. 

Mr. Cunnineuam. Mr. Kilday. 

Mr. Kitpay. Is the Southern California Council of the Assemblies 
of God, Inc., a tax-exempt corporation? 
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Mr. Caristrom. They pay city and county taxes. They are tax 
exempt, as I understand it, from an income-tax standpoint. 

Mr. Kiipay. From Federal income taxes under the internal 
revenue? 

Mr. Carustrom. Yes, Mr. Congressman. 

Mr. Kitpay. That is all I have. 

Mr. Bares. Mr. Hardy. 

Mr. Harpy. Is the agreement that you have with the Assemblies 
of God with respect to their payments—is the amount that they are 
to pay on the purchase price of this property tied to the revenue 
which they receive from the lease? 

Mr. Carustrom. They do. Out of the revenues that they receive 
from the lease, from these revenues, a portion of that goes to payment 
to the trustee, myself, yes, sir. 

Mr. Harpy. And the lease with Convair had been executed by you 
prior to the transfer of this property? 

Mr. Cartstrrom. I am sorry, I don’t think I understood that 
question. 

Mr. Harpy. With respect to the lease on the property sold to the 
Assemblies of God, the lease with Convair, had been executed by you 
as owner of the property prior to the transfer of that property to the 
Assemblies of God? 

Mr. Carustrom. A portion of them had, and if I recall there is | 
or 2 leases executed subsequent to the sale to the Assemblies of God, 
in the form of amended lease. They added a certain period to the 
lease, after the acquisition by the assemblies. 

Mr. Harpy. They added a period to it, but did they add any 
additional property, any additional space? 

Mr. Cartstrom. Your question: Did Convair take , additional 
space? 

Mr. Harpy. Well, the thing that I am trying to get at—I under- 
stand that the lease with Convair currently includes the buildings 
owned by the Assemblies of God; is that correct? 

Mr. Carusrrom. Yes, sir. That is correct, sir. 

Mr. Harpy. Are they occupying the same space in those buildings 
now that they did when the lease was originally negotiated? 

Mr. Carustrom. They are occupying the same space, but as | 
stated they amended the lease subsequently 

Mr. Harpy. But they amended only with respect to its expiration 
date; is that correct? 

Mr. Carustrom. To a further period, yes, sir. But no additional 
space. They had all of the space. 

Mr. Harpy. So that at the time the original lease was executed with 
Convair, it was executed by you as the then owner of that property? 

Mr. Carustrom. Yes, sir. 

Mr. Harpy. So that when you sold this property to the Assemblies 
of God, you sold it subject to the lease to Convair? 

Mr. Carustrom. Yes, sir. 

Mr. Harpy. And you presumably worked out with the Assemblies 
of God that amount of return which they would receive on that 
particular property. 

Mr. Carustrom. Yes. 

Mr. Harpy. Was the amount which the Assemblies of God were 
to receive on that property greater than the amount of the monthly 
payment which they were to make to you? 
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Mr. Carustrom. Yes; they were, sir. 

Mr. Harpy. So that when you made the transfer to the Assemblies 
of God, you transferred to them fee title to a piece of prope rty and 
took back from them as payment on their purchase price an amount, 
a monthly amount less than you would have received from Convair 
for the lease of their property? 

Mr. Caristrom. That is correct, sir. 

Mr. Harpy. Where did you get any personal advantage from that 
kind of an operation, taxwise? 

Mr. Carustrom. I did not, sir. 1 believe the assemblies received 
considerable advantage. 

Mr. Harpy. The Assemblies of God did not pay income taxes on 
the revenue from Convair? 

Mr. Carustrom. No, sir. 

Mr. Harpy. If you had received that income from Convair, you 
would have had to pay income tax on it, would you not? 

Mr. Carustrrom. Yes; of course I pay a tax on the sale, the differ- 
ence between any acquisition cost, proportionate amount. 

Mr. Harpy. You paid that on a capital-gains basis and you set it 
up on an installment proposition, presumably; is that correct? 

Mr. Carustrom. That is correct, sir. 

Mr. Harpy. So that you paid it on a relatively small capital gains 
annually? 

Mr. Carustrom. No; I paid the full capital gains, but we pay on 
the accrual basis. 

Mr. Harpy. You pay a capital gains on an installment basis? 

Mr. Carustrom. Yes, sir. 

Mr. Harpy. Which means that your capital gains per year is con- 
siderably reduced, if you had made it a cash sale? 

Mr. Carustrom. That is correct, sir. 

Mr. Harpy. Or cash sale subject to a straight deed of trust? 

Mr. Carustrom. Yes, sir. 

Mr. Harpy. You would have had to pay a capital gains tax on the 
entire amount during the first year after that property was sold? 

Mr. Carustrrom. Had I received all cash; yes, sir. Had I received 
30 percent or more the year that I sold it, | would have been obliged 
to pay the full capital gains tax on that particular calendar year. 

Mr. Harpy. So your purpose was to give title to the Assemblies of 
God to the property and simultaneously you were relieved of some 
income tax consideration because you didn’t have to pay income tax 
at the full rate on the revenues received in rental? 

Mr. Cartsrrom. I believe any deal today or in the past few years 
begins and ends taxwise, income taxwise. 

Mr. Harpy. Say that over. 

Mr. Carustrom. I say anyone in business today, any deal of any 
size, considers the income tax aspect before he even goes into a deal, 
sir. 

Mr. Harpy. I think that is correct. 

Mr. Carustrom. And that is legitimate. It is proper. 

Mr. Harpy. I am not arguing that point at all. 

Mr. Carustrom. I am sorry, sir. 

Mr. Harpy. I am merely try ing to see what happened here. And 
with a little bit of question mark in my mind—I am not attempting to 
criticize, but I am merely trying to see through this—with a little 
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question mark in my mind as to whether you might not in fact be 
better off by having given this property to Convair and save enough 
in taxes to actually pretty closely meet the price which was put on 
that particular property? 

Mr. Cartsrrom. I[ have no desire to give it to Convair. I would 
prefer to give it to a charitable organization. 

Mr. Harpy. I beg your pardon. I want to change that, to say 
the Church of God. You couldn’t give it to Convair or any profit 
organization because they would have had to pay a tax on the income. 
They would have had that much money to pay you each month. 

That is all, Mr. Chairman. 

Mr. Bares. Mr. Nelson. 

Mr. Nexuson. Mr. Carlstrom, on the basis of your valuation, what 
is your estimate of the fair rental value of this property? 

Mr. Carustrom. | think I can answer it this way. 

Mr. Ewart Goodwin, of San Diego, who is considered the leading 
top appraiser and realtor in San Diego, stated before Colonel Chick, 
Colonel Dillon, and Convair executives—this was about the middle 
of December—stated in his opinion the fair market rental value was 
10 cents per square foot per month. He had reference to the 3 large 
buildings in plant 2. 

Mr. Netson. What is your estimate of the fair rental value based 
upon your estimated market value of $15 million? 

Mr. Carustrom. Per square foot? 

Mr. Newtson. No, based on the fair market value of $15 million, 
what do you think he should get as a return on the plant worth that 
much? 

Mr. Cartstrom. I don’t know, sir. That is up to the appraisers 
to determine. 

Mr. Netson. Well, you didn’t hesitate to estimate the market 
value of your plant. Can’t you estimate the fair rental? 

Mr. Carustrom. I arrived at that from various indications received 
from various appraisers, and [ think—my opinion then would concur 
with theirs, that 10 cents per square foot would be a fair market value 
for the rental. 

Mr. Neutson. How much of a return would you expect on an 
investment of $15 million, according to your estimate? 

Mr. Cartustrrom. I don’t know, sir, there are so many factors we 
considered—depreciation, depending on what the tax structure is at 
the time—that is, counting city taxes. 

Mr. Barker. Mr. Nelson—— 

Mr. Netson. You don’t wish to give this committee any estimate 
at all as to what you consider the fair rental value of this property? 

Mr. Cartstrom. I believe I stated that. 

Mr. Barker. Mr. Nelson, if I might, I might point out this fact: 
That the Air Force has not yet quoted Mr. Carlstrom any figures. 
And he has just indicated what figures his appraiser indicated was 
fair value. And since he has not had any additional information, 
we are not fully prepared to quote a rental figure at this time, until 
the final appraisal figures are in. 

Our appraisals are not completed at this time, either, and we think 
both the Air Force and our appraisals should go to conclusion. 

Mr. Netson. It could go on like that forever. 

Mr. Barker. No, I don’t think so, Mr. Congressman. 
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Mr. Bares. Any further questions? 

Mr. Wilson? 

Mr. Witson. No questions. 

Mr. Harpy. I would like to ask him one more question, Mr. 
Chairman. 

Mr. Bates. Mr. Hardy. 

Mr. Harpy. In connection with the transfer of this particular 
building to the Church of God, you are serving as attorney for the 
Churen of God with respect to this property; aren’t you? 

Mr. Cartstrom. | have power of attorney, yes, to negotiate with 
the Air Force or any other authority. 

Mr. Harpy. That particular building, I believe it has been indi- 
cated, was sold to the Church of God for $1,250,000; is that correct? 

Mr. Carustrom. Well, there were 3 buildings: 1 for $1,250,000, 
1 for $900,000, and 1 for $400,000. 

Mr. Harpy. What does that total? That is $2,550,000. Now, 
all of that was to the Church of God? 

Mr. Caruistrom. Yes, sir. 

Mr. Harpy. Did I understand you to testify that with respect to 
all three of those buildings, you had now received a total of about half 
a million dollars in payments on the principal amount? 

Mr. Carutstrom. No. It has been in excess of that. I think we 
were referring to one building. 

Mr. Harpy. All right. Let’s take just the one building, then, the 
one vou sold for $1 250,000. Did I understand that you have received 
now payments aggregating approximately a half-million dollars to 
apply against that building? 

Mr. Caristrom. That is very rough, Mr. Congressman. 

Mr. Harpy. All right. 

Mr. Carustrom. | did not come prepared. I would say the aver- 
age, roughly 40 percent. It might be 50 percent on one building and 
30 percent on the other. 

Mr. Harpy. All right. Let’s—— 

Mr. Cartstrom. That is a wild, rough estimate. 

Mr. Harpy. Thatisallright. It serves the purpose that I am after. 
I won’t hold you to exact figures. But you have received, then, by 
now at least 25 percent of the purchase price of that building? 

Mr. Carustrom. Yes, sir. 

Mr. Harpy. Now, how much longer does your lease with Convair 
run on that building? 

Mr. Carustrom. Well, the lease—there are three buildings. The 
leases on buildings 2 and 3 terminate April 30. 

Mr. Harpy. Is this building one of those that we are talking about? 

Mr. Carustrrom. Yes, sir. The subject properties of the Assemblies 
of God were 2, 3, and 4. 

Mr. Harpy. That lease, then, terminates as of the end of next 
month? 

Mr. Carusrrom. It terminates April 30, 1955. However, they had 
the option of terminating 2 years prior to that by giving us prior 
notice, which notice has been given by Convair, their election to 
terminate. Now on the other building, building 4, I believe there are 
roughly 3 to 3% years to go on that lease. I believe there is a clause, 
though, that Convair can terminate the last 23 or 24 months by 
paying a certain penalty. 


7 
‘ 
| 


448 


Mr. Harpy. Your deed of trust which you hold on these buildings— 
does the amount of payment which is to be made with respect to each 
relate directly to the amount of the income received from Convair? 
Is it a fixed figure or 

Mr. Carustrrom. It does not directly. Let me put it this way. 
The trust deed payments from the Assemblies to myself are less than 
the rentals received by the Assemblies from Convair. 

Mr. Harpy. Let us make an assumption, that by the time your 
leases are expired Convair should move out into another location. 
This building that you have, for $1,250,000 original purchase price: 
If you have received 50 percent of that payment during the time that 
Convair is in there and Convair moves out, then you would have to 
foreclose and take the building back? 

Mr. Carustrrom. I believe not, sir. 

Mr. Harpy. In that event, why, you would have the same property 
that you started out with—you would have received your rental 
through the medium of payments on a purchase price, with a con- 
siderably reduced tax, and then you would get your whole property 
exactly as it was in the beginning. 

Mr. Carustrom. Well, I do not anticipate any foreclosure. I 
anticipate that the Assemblies will keep up their payments. It is 
best evidenced by many, many leads that we have. This has been 
going on for over a year. The Air Force has said in the open, first 
discussions, which I assumed is negotiations—they said: 

“You come lower your rates or we are going to condemn.”’ 

And Colonel Chick later stated, I think it was December 9—I told 
him in another 10 days we could have an appraisal. He says: 

“T am going to recommend that this be moved elsewhere.”’ 

He mentioned four places: Chicago, Fort Worth—I don’t recall 
the other two places. 

Mr. Harpy. Well, if it should move out—and that is one of the 
things we have to consider—then the Assemblies of God would have 
a little difficulty in meeting the payments; is that correct? 

Mr. Carustrom. I believe not, sir. I believe within 6 months we 
could substantially fill the vacancy created by Convair moving out. 

Mr. Harpy. That is all, Mr. Chairman. 

Mr. Bares. Mr. Carlstrom 

Mr. Carustrom. By that, I hope they do not move out. Don’t 
misunderstand me. 

Mr. Bares. You used the word ‘‘we’’ when you spoke of the 
Assemblies of God. Are you a member of that organization? 

Mr. Carustrom. No, sir; I am not. 

Mr. Bares. You have nothing to do with it whatsoever? 

Mr. Carustrom. Except representing them. I have power of 
attorney to represent them to lease on whatever terms I see fit— 
that I believe fair. 

Mr. Bares. You are not a member of the organization? 

Mr. Carustrom. No, sir. 

Mr. Bares. Not a member of the Salvation Army? 

Mr. Cartstrrom. I am not a member of the Salvation Army. I 
am on the board of directors, but I do not belong to the Salvation 
Army. 

Mr. Bares. I see. 
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Mr. Carustrom. It is an advisory capacity. There is about a 
group of 30 on the advisory committee, which I am on. 

Mr. Bares. I see. Were you a director prior to this donation, 
before you became involved in this? How long have you been a 
director? 

Mr. Carustrom. With the Salvation Army? About a year, a year 
and a half. 

Mr. Bates. And how long did this arrangement take place? 

Mr. Carustrom. I gave as an outright gift building 28 to Salva- 
tion Army, I believe it was last December—November or December. 

Mr. Bares. I see. In other words, you became a director before 
you made the outright donation? 

Mr. Carustrom. Yes, sir. My being a director did not influence 
the gift, however. 

Mr. Bates. Any questions of any members? 

Mr. Counsel? 

Mr. Just one. 

Why did Convair choose to terminate their lease, taking advantage 
of that 2-year termination period? 

Mr. Carustrom. Well, I have the answer. It is hearsay, Mr. 
Kelleher. They advised me that they had been directed by the Air 
Force to terminate, for the reason that it might jeopardize the Gov- 
ernment’s interest. By that—I can’t concur in that, but they 
reasoned—I think it was Colonel Chick’s reasoning that the more 
vacant space I had on the day of condemnation the less the market 
value. I do not concur in that. Neither do my appraisers. But 
that is the reason. They stated that to me several times, to not firm 
up those additional 2 years on buildings 2 and 3; that it might preju- 
dice the Government’s interest, be reflected in a higher figure for the 
fee. 

Mr. Keuiener. One other thing, Mr. Chairman, if | may. 

Attorney Robert A. Oakes, who is attorney for the Gregory Electric 
Co., the owner of building No. 8—that is one of the buildings that is 
not owned by Mr. Carlstrom—has asked that this statement of his, 
which sets out the figures at which he is willing, or his company is 
willing, to lease that building, be placed in the record. 

Mr. Bares. Without objection, it is so ordered. 


STATEMENT OF R. A. OAKES, SUBMITTED BY Mr. Harpy 


In re: Acquisition Project No. 121, Convair Plant 2, San Diego, Calif. 
Statement of Gregory Electric Co. to Senate Committee on Armed Services and 
House of Representatives Committee on Armed Services. 

Gregory Electric Co. is the owner of the drop-hammer building, also known as 
building 8. This building is a part of Convair Plant 2, San Diego, Calif. 

This is a three-story concrete and steel building, consisting of approximately 
66,000 square feet, with a roofed-over addition of approximately 10,000 square 
feet and a yard area of approximately 97,775 square feet. 

This building is now occupied by National Transfer & Storage Co. under a lease 
from Gregory Electric Co., which expires December 31, 1960. The tenant uses 
the building in its van and storage business and at present it is stored to capacity 
with household furniture, most of which, it is understood, is owned by men in the 
United States military service. 

Gregory Electric Co. desires to make this building available to the Air Force 
for the construction of the F—102 on a leasing basis and will cooperate to the fullest 
extent to comply with the wishes and the needs of the Air Force in this connection. 
This is now true and will continue to be true for as long as the Air Foree has a use 
or need for this building. 
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Gregory Electric Co. has proposed to lease this building to the Air Force for 
5 years, with a 3-year extension option in favor of the Air Force. This proposal 
involves payment by the Air Force to National Transfer & Storage Co. of $200,000 
for surrender of its leasehold interest, for its moving costs, and leasehold 
improvements. 

The rental to Gregory Electric Co. would be $2,400 per month, which amounts 
to 3.64 cents per square foot on the building if none of this rental is apportioned 
to the roofed addition or the yard area. Spreading the $200,000 to be paid to the 
tenant National Transfer & Storage Co. over a 5-year period results in 4.05 cents 
per square foot and over an 8-vear period to 3.16 per square foot. Adding these 
figures together and treating the $200,000 to be paid to National Transfer & 
Storage Co. as rental, we get a total rental cost to the Air Force for this property 
of 6.8 cents per square foot over an 8-year period and 8.69 cents per square foot 
over a 5-year period. All of these square foot computations are based on a 66,000 
square foot building and none of the rental has been allocated to the roofed 
addition or the vard area which are a part of this building. The Air Force 
indicated that this proposal is, in its opinion, fair and is in line with its appraisals. 

Gregory Electric Co, does not desire to sell this building and under such cireum- 
stances it appears quite unlikely that a voluntary or negotiated sale could be 
accomplished. Therefore, a condemnation proceeding will be necessary if the 
Air Force is to acquire a fee simple title. Under the circumstances here, con- 
demnation is not a practical alternative, in view of the physical problems which 
would be involved in acquiring suitable space for, and in the moving of, the house- 
hold furniture now stored in the building. It is difficult to conceive how this can 
be accomplished other than by agreement and on the basis of firm commitments 
which could be used to provide the credit necessary to finance the heavy expenses 
which would be involved. To accomplish the eviction of the tenant through court 
proceedings would inevitably be cumbersome, expensive, embarrassing, and time- 
consuming, if in fact it could be done at all. If time is of the essence, as the Air 
Force indicates, then condemnation proceedings as to this building should not be 
considered. Over a year ago, and repeatedly since then, the San Diego area has 
been combed for warehouse space and there is none available. Unless the furni- 
ture now stored there is to be moved out into the street, a new building must be 
constructed to warehouse this furniture. 

The figure of $5 million which has been submitted by the Air Force as the indi- 
cated cost of acquisition of the fee title of the entire plant is not supported by the 
estimates of our loeal appraisers as to the present fair market value of this plant. 
These estimates range from 2 to 3 times the $5 million figure. On the other hand, 
the original acquisition project as submitted, stated that the estimated rental cost 
of this plant for » 51-year term is $8,790,850. This estimated rental cost is, we 
understand, considerably in excess of the rental which Gregory Electric Co. and the 
owners of the other buildings in the plant are asking. Certainly this estimated 
rental cost must be far in excess of the Air Force’s own appraisal of the rental value. 
There is apparently, therefore, no firm basis for using these two figures in compar- 
ing the estimated cost to the Government of renting versus buying. It is certainly 
clear that it will be much cheaper for the Air Force to lease Building 8 for 54% 
years, rather than to purchase it. 

In the event authority is granted to the Air Foree to acquire the fee, condemna- 
tion proceedings appear inevitable, both because Gregory Electric Co. does not 
want to sell and because the owners of the other buildings in this plant have placed 
a sales price on their buildings which total far in excess of $5 million. In the event 
of condemnation the purchase price will be set by the court, entirely beyond the 
control of the Air Force or of Congress. 

In summary, we therefore urge that authority be granted to the Air Force to 
acquire a leasehold interest in this plant and not the ownership thereof, for the 
following reasons: 

1. This will be much quicker, easier, and more orderly. 

2. This will avoid the expense and delay of a condemnation suit, which may 
well run into some insurmountable physical problems. 

3. This will enable the Air Force, subject to the approval of the Congress, to 
control the cost to the Government, rather than to pass this prerogative on to a 
court in a condemnation suit. 

4. This is desired by the people of the city and county of San Diego, by all of the 
local governing bodies and by all of the owners and tenants of the plant. 

5. This will, in the long run, all factors considered, be more economical to the 
United States. 
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The foregoing reasons in favor of a lease apply with particular emphasis to 
Building 8 and would indicate that Building 8 should be leased, regardless of what 
action is taken with reference to the balance of the plant. 

Respectfully submitted. 

GREGORY ELectric Co., 
By Ropertr A. Oakes, 
Its attorney. 

Mr. Harpy. Just one more question in connection with the Salva- 
tion Army building. Do you hold power of attorney with respect to 
that building also? 

Mr. Carustrrom. | don’t know whether it is in writing. They 
have authorized me to negotiate with the Air Force or with Convair 
on any reatal. They did not say anything about a sale, but 

Mr. Harpy. Do you have any agreement with them by which you 
receive any consideration at all, financial consideration, in connection 
with the lease or operation of that building? 

Mr. Carustrom. I had a very clear understanding that I will re- 
ceive no compensation, directly or indirectly. 

Mr. Harpy. So that all of the revenue from that building goes 
directly to the Salvation Army and none of it is recovered by you for 
any purpose? 

Mr. Carustrom. That is correct, s 

Mr. Harpy. That is all. 

Mr. Bares. Mr. Carlstrom, you have any further statement or 
would counsel like to elaborate on any point? 

Mr. Cartstrom. No, except this, Mr. Chairman: It would appear 
here that Lurge.the leasing of it. Ido not wish to have the property 
taken away from me, or that they acquire the fee. 1 am not stating 
that I will refuse to negotiate on the fee. I am stating my definite 
preference, and I urge that Convair, or as an alternative, the Govern- 
ment, lease the facility, instead of taking it by condemnation. 

For that reason, | am willing—I have gone on record several times, 
verbally and in writing, to lease on whatever the fair, not in excess of 
the fair market value. 

In fact, | have gone on record that in order to avoid litigation—my 
theory has always been that the poorest settlement is better than a 
good lawsuit—that I would lease substantially less than the fair 
market value as established, not by myself or not by someone else, 
the prospective purchaser that might be prejudiced, but by 2 fair 
appraisers, or as an alternate, 3, 1 selected by myself, 1 by Convair or 
the Air Force, and they select a third one. 

And I have gone on record that I will reduce that to writing, bind 
myself to it, to lease on that basis. 

Mr. Bares. Does counsel have any further statement? 

Mr. No, sir; don’t. 

Mr. Barker. Mr. Cragun had one observation, Mr. Chairman, for 
the record, if he could make it. 

Mr. CraG UN. We pretermitted a great deal of material that appears 
in Mr. Barker’s written statement and I assume that will receive the 
attention of the committee. 


But there was one matter that was made by the chairman earlier 


in connection with his questions to Mr. Carlstrom that does involve a 
matter of law, and which | feel mizht be helpful to have the view that 
we have been given by San Diego counsel. He was here yesterday, 
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but had to return. That is the matter of the board of equalization 
proceedings in San Diego. 

The question there is not directly what is fair market value in 
connection with an equalization procedure. That is completely irrel- 
evant. The question is whether, on a relative market basis, you are 
appraised equally with others. 

That was the question considered, not whether the value of the fee 
was the current figures, I understand $3,400,000, which the assessor 
of San Diego yesterday indicated was far below the going sales value 
on the market and especially so in connection with properties which are 
used for manufacturing, M-—1, I believe he called them. 

Mr. Bares. Would counsel like to repeat for the benefit of Mr. 
Cunningham, who made that inquiry, the comments which he just 
gave the committee? 

Mr. Craaun. Yes, sir; I will be glad to. 

Counsel for Mr. Carlstrom in San Diego was unable to stay over 
‘until today. He was here yesterday. But he has explained to us the 
operation of the State board of equalization review system in San 
Diego in connection with which the questions were asked earlier, and 
that the matter of fair market value is not the question for determina- 
tion, but the relative value of the property in comparison with other 
similar properties, to see that people are treated equally, and to bring 
them into an equalized basis of assessment. 

And as the county assessor himself testified bere yesterday, it 
was somewhere between, as I recall, 30 or 35 percent of the actual 
sales value that his figure, his assessed valuation figure recommends, 
which I believe he said was $3,400,000, and there was even a greater 
writeup upon that evaluation by himself in connection with manu- 
facturing properties which he indicated were in extremely short 
supply. 

I merely wanted to clear up for the record any inference that the 
equalization proceedings in some way or another established a fair 
market value. 

That was irrelevant. The question was: Was he treated equally 
with other people. 

Mr. Harpy. Well, may I—excuse me. 

Mr. Bares. Mr. Cunningham. 

Mr. CunnineaHam. I thank you very much for that explanation. 
I would like to ask you as a lawyer one question. You are, of course, 
familiar with an unconscionable contract. You are, are you not? 

Mr. Craaun. Iam, sir. 

Mr. CunNINGHAM. Doesn’t it look to you on the face of this that 
Mr. Carlstrom’s figure of $15 million, or even $5 million that would 
be paid him by the Government, in view of what he paid for it, would 
be an unconscionable profit when we are at war? 

Mr. Craaun. No, Mr. Chairman, I am bound to say I don’t think 
so. I believe this committee 

Mr. Cunnincuam. In other words, you feel he just made a good 
deal and is entitled to the profit from the Government of the United 
States, regardless of the amount? 

Mr. Craqun. I say that under the fifth amendment to the Con- 
stitution of the United States, he is entitled to just compensation 
and that within that constitutional amendment there is nothing 
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that can be done to him or any other citizen or person in the United 
States, but give him just compensation. 

That is the value of it now. 

Mr. CunninGHAM. I am not questioning the kind of a deed he got 
for the property and what he paid for it, at all. But we are in a 
peculiar situation here. And this committee will have to advise the 
Air Force whether or not to deal for this property or get another one. 

Mr. Craaun. Well, is the Chairman’s question, then, whether 

Mr. CunninGHAM. Whether or not you don’t feel that this is an 
unconscionable profit that Mr. Carlstrom would make? 

Mr. Cracun. I do not, sir. I think he paid the full going value of 
the property at the time he bought it and he is entitled to the full 
going value of it now. 

Mr. CunnincHaM. But between the time he bought it and up to 
the present, he hasn’t spent any money on it. 

Mr. Cracun. Oh, I understand quite the contrary. Mr. Carlstrom 
will have to answer that. I have no personal knowledge of those 
facts. But I understand that a very great deal of time, effort, and 
attention has gone into developing the property, that he had 118 
tenants in there and that he has built the property up from what was 
a white elephant to a productive and economically valuable property 
for the city of San Diego. ‘ 

Mr. CunninGuam. I will refrain from further questioning until I 
ask Mr. Carlstrom. 

Go ahead, Mr. Hardy. 

Mr. Barker. Mr. Carlstrom had one observation he would like to 
make. 

Mr. Carustrom. I would like to make this observation, and this 
is my opinion, and I believe it is correct. The economic trend went 
continually upward, from the date of acquisition of plant 2 in the 
early part of 1947. It was not a situation created by Korea. This 
property is worth several millions of dollars, long before Korea. It 
was predicted that this was a white elephant when I acquired it. 
I thought so myself after I acquired it. It was tough, I mean to get 
the first 2 or 3 tenants. And then after that it was a snowball gather- 
ing momentum. It wasn’t through my engenuity altogether that I 
got these 118 tenants. There was a shortage of space there. 

The economic situation, as | say, went upward. It was predicted 
that San Diego would be a ghost town after World War Il. That was 
not the case. It has gone rapidly—not rapidly, but consistently 
upward. 

And, gentlemen, demand creates price. I didn’t create that. 

And | think, answering your question: Could I with conscience, 
sell this for $15 million, I would say if the fair market value is that, 
I would say I see no reason why I should discount it or sell at less than 
fair market value, regardless of whether it was created by the economic 
situation or even Korea. 

Mr. CunnincHam. Mr. Nelson has a question. 

Mr. Bates. Mr. Hardy. 

Mr. Harpy. No. 

Mr. Bares. Mr. Nelson. 

Mr. Netson. Of course, Mr. Carlstrom, the reason you want to 
have a lease and not pay you cash for the fee is if we paid you cash, 
we would get most of the money back? 
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Mr. Caristrom. 

Mr. Netson. If we paid you cash for this property, we would get 
most of the money back under the income-tax laws, on a capital gain. 

Mr. Keuuener. If the fee were taken. 

Mr. Cartstrom. The Assemblies of God would pay no tax. Either 
in the case of a fee they would pay no—they would not pay the 
I think it is 26-percent capital-gains tax, or on the lease would they 
pay any normal tax. 

Mr. How about 

Mr. Carusrrom. It would be more advantageous to me to sell 
the property. I would take a capital-gains tax of 26 percent, in lieu 
of the normal tax, which can go considerably high when you get into a 
high bracket. My concern here is with the charitable organization, 
not my own. 

Mr. Bares. Mr. Cowan, do you have any further questions? 

Mr. CunnincHam. Mr. Hardy. 

Mr. Bares. Mr. Hardy has no questigns. 

Mr. None, sir. 

Mr. Bares. Mr. Chairman, I suggest that there is a very important 
bill up on the floor. 

Mr. CunninGuam. Yes. 

Mr. Baves. The committee now stands adjourned until further 
notice. 

Mr. Barker. May I just say, Mr. Chairman, in view of the busy 
schedule, we appreciate your letting Mr. Carlstrom be heard today, 
bringing him earlier than you had planned. 

We appreciate that very much. 


(Whereupon, at 12:15 p. m., March 30, 1953, the subcommittee 


was adjourned.) 
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